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Rural Poverty Unperceived: 
Problems and Remedies 


ROBERT CHAMBERS" 
Institute of Development Studies, University of Sussex 


Summary. rhe thesis of this paper is that there are major obstacles to perceiving the nature 
and the extent of rural poverty in developing countries. These obstacles originate not | 
the nature of rural poverty itself, but also in the condition of those, not themselves of the 

poor, who do or, more significantly, do not perceive that poverty. The argument has impli 


tions for all rural development programmes and projects, and for the training 
clusion is that reversals of current positions and practices are 
surmounted he nature and the extent of rural poverty are t ruly appreciated, an 


future actions are to be tailored to the actual needs of the rural poor 


AN OVERVIEW pove is less m 
lean, hungry and si 
[his paper argues thatin developing countries biases of politeness 
poor rural people and rural poverty generally tors not wishing to offend through seeking out 
are underperceived or misperceived by those those who are poore! id professional biases 
who are themselves neither poor nor rural. This which illuminate only) I poverty and 
process can be understood, first, in terms of the the whole. These biases interlock and reinforce 
obstacle presented by global cores and periph each other, whether: 1 rural development tour 
eries of knowledge, with poor, weak, rural ism, in much of search, or in the behav 
people at the peripheries and rich, powerful iour of junior 
urban-based professionals at the cores; and rural poverty i 
second, in terms of the obstacle raised by the yr musperceived 
integrated nature of rural poverty, especially by‘ Section 3 
the isolation of the poor. A major associated Remedial action 
influence on, or obstacle to, the perceptions of not easy, but changes in ition and | 
urban-based outsiders is that of rural develop may be sought in at le: hé a doz 
ment tourism the phenomenon of the brief through improving 1 | development 
rural visit. It is widely practised but little ana through techniques for rapid rural 
lysed. These three obstacles to perception are (RRA); through poverty-oriented researc 
discussed in Section 2 carried out by officials as part of in-service 
When examined, rural development tourism _ training; through role-playing in poverty games 
is found to exhibit six biases against contact through reversing the learning process so that 


with poverty and poor or poorer people. These urban-based outsiders become the pupils an 
are spatial biases urban, tarmac and roadside rural insiders their teachers; and through rewards 
project biases the tendency for projects to 

be visited to the neglect of non-project areas - 

where less is being done; person biases — con his paper was originally ‘ 

Study for the World De lopment Report 


tacts with the less poor and more influential 
views and interpretations in this paper are 


rural people, with men rather than women 
author and do not necessarily reflect 


World Bank Group 
tices rather than non-users and non-adopters ; 


with users of services and adopters of new prac 


or comments on earlier versions of this paper I am 
and with those who are active, present and grateful fo Mick Moore, Hans Singer and World Bank 
living; dry-season bias the tendency for visits staff who took part in a seminar to discuss a draft 


to be made during tropical dry seasons when Responsibility for what is written is mine alone 
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of prestige and promotion for work with the 


rural poor 
A brief 
that these measures 


(Section 5) 
while no panacea, may con- 


conclusion points out 
stitute one feasible set of thrusts for reducing 


rural poverty 


THE OBSTACLES TO PERCEPTION 


this that there are 
major obstacles to perceiving the nature and ex 
tent of rural poverty in Third-World countries 
These obstacles originate not only in the nature 
f rural poverty but also in the condition 
f those, not themselves of the rural poor, who 
do not perceive that 


ie thesis of paper is 


itsell 


r, more significantly 
argument has implications for all 
projects, 
The conclusion is 


poverty. The 


rural development and 
and for the training of staff 


that reversals of current positions and practices 


programmes 


obstacles are to be 
and extent ol 
appreciated 
tailored to the actual 
First the ob- 


stacles themselves must be delineated 


sur- 
rural 
and if 


are required if the 


nature 
truly 


mounted, if the 
poverty are to be 
future actions are to be 
of the rural poor 


needs however 


The ‘ ‘ I ‘ proble 75S 


gument is set in a context of cores and 
Globally 
i gradient from extremes of wealth 


I poverty 


f knowledge these in 


to extremes In this system there co- 


exist urban, industrialized, high-status 


rural, agricultural and low-status 
peripheries. In the 
traction and reinforcement prestige 

professionals, professional training, 
capacity to generate and disseminate 
Both internationally, and within 
developing centripetal 
draw resources and educated people in 
towards the cores and away from the periph 
eries. At the international level, brain drains are 
a well-known phenomenon. But there are simi- 
lar movements within developing countries. The 
urban web attracts and then traps professionals, 
holding them fast with better houses, services, 
prospects 
and career patterns reinforce the flow. Young, 
sent to remote poor 
children 
draw them in 
and 


researchers do 


cores and poor 
cores there is a mutual at- 
of power 
resources, 
and the 
knowledge 
individual countries 


forces 


schools and career Domestic cycles 


unmarried officials are 
rural areas, but age, marriage 
ity and responsibility 
and urban 


senior- 
towards 
administrative 
their field- 
young and 


larger larger 
centres. Academic 


work in rural areas when they are 


inexperienced, but when they become older 
and more experienced, they too are trapped in 
towns by family, teaching and promotional re- 
sponsibilities and prospects. As people grow 
der and more influential, so too they move 
further from rural life. They also become busier 
In international agencies, in national ministries 
or departments, or at the subnational level, 
they increasingly involved in rural 
development only at the policy Corre- 
spondingly, it becomes increasingly likely that 
their only first-hand experience of rural con- 
ditions now be through brief visits. The 
more influential, important and busy they be- 
visits are likely to be 
rhe 


become, the 


become 
level 


will 


come, the more such 
formally structured 


protessionals 


selective and more 


powerful such less 
contact they have with rural poverty 

There are other cognitive problems over and 
above the basic aspects of actual contact with 
University pro- 
fessional training impart an assortment of biases 
variously urban, industrial, high- 
capital-intensive, appropriate for 
and market- rather than 
Textbooks, curricula, ex- 
aminations, professional journals, 
awards, national and international distinctions, 
professional values and ideas of sophistication, 


rural poverty education and 
These are 
technology 
temperate climates 
subsistence-oriented 


academic 


the priority accorded to armaments 
inter- 


the media 
and security the 
national mobility these are among the inter- 
locking which shape ambitions, 
mould ways of seeing things, and sway choices 
where in the world one is to work. The 
apparatus formed by education and 
Its blinkers allow 
most 


desire of elites for 


influences 


as to 
cognitive 
training is often specialized 
only a narrow view, and professionals 
do not in any case face towards, let alone live 
in, rural-areas. Those that do have often been 
disabled by their conditioning. Their attention 
is thus directed towards those with whom they 
have most in common the rural 
people. They form their often temporary links 
with they find in rural 
which is familiar, that whatever is modern, 
marketed, urban in origin, and sophisticated 
Accordingly, they see, and prescribe for, only 
that specialized part of the whole for which 
their training has prepared them. At its ugliest, 
training arro- 
gance in which superior knowledge and superior 
Status are Professionals then see the 
rural poor as ignorant, backward and primitive, 
people who have only themselves to 
blame for their poverty. Social Darwinism then 
lives again in the ideologies of the prosperous 
and therefore virtuous urban elites looking out 


less poor 


whatever can areas 


such professional inculcates an 
assumed 


and as 
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on the rural mass, the poverty of whose mem- 
reflects their lack of virtue. The very 
phrase ‘the rural mass’ — fosters stereotypes, 
convenient hiding of the 
reality. Not only do urban-based professionals 
and officials often not know the rural reality; 
they do not know that they do not 


bers 


glosses ignorance 


worse, 
know 

These outspoken assertions have 
to be qualified. Many initiatives are 
to rural poverty programmes for 
health care, adult education, appropriate tech- 
nology, off-season employment, research on the 


of course, 
sensitive 
primary 


subsistence crops of poor people, and so on 
But an exclusive focus on these initiatives can 
itself distort judgement. Myths of enlighten- 
ment can be created and sustained by the en- 
lightened meeting the enlightened, though 
darkness is all around. A few outstanding indi- 
viduals, projects and institutions draw attention 
away from the many others that are less than 
outstanding. They may also obscure the fact 
that on the gradients between cores and periph- 
eries there are many points where power, pro- 
fessional authority, and rural 
poverty are to be found clustered together 


ignorance of 


(b) Jntegrated rural poverty 


The cognitive problems of observers are only 
part of the difficulties encountered in ap- 
proaching rural poverty. The other part stems 
from the nature of rural poverty itself. Insofar 
as attempts are indeed made to push out from 
the urban to learn about rural 
poverty, then it is the poorer people who are 
most remote and most difficult to reach 

One way of analysing rural poverty or depri- 
vation is in terms of five interlocking dimen- 
sions: poverty 
of flows of food and cash); physical weakness 
(reflected in body 
seasonal variation in those 
ability to contingencies (to irreversible ratchets 
of impoverishment the mortgage or sale of 
assets or the incurring of debts 
sickness, famine, disaster, dowry, bridewealth 
or other costs); powerlessness (both political 


cores in order 


proper (lack of assets and lack 
lower weights and greater 


weights); vulner- 


because of 


and in terms of control of events and relation- 
ships); and isolation. All five dimensions con- 
tribute to the integrated nature of rural poverty; 
and the list does not include many other in- 
fluences international, intranational, within 
rural society which perpetuate and deepen 
poverty. But for our purposes, isolation de- 
serves special attention; this is the dimension 


which most impedes the understanding of 


POVERTY UNPERCEIVED 


outsiders, and which by its nature may be 
the least easy to recognize 

rhe isolation of poor familes and households 
ribed in terms which are spatial 
related to and 
Poor 
centre ol 


very 


can be des 
social, and 
Spatially 
from the 
areas remote from urban centres, or they are on 


knowledeve 
tend to we 
either they are in 


access 
families removed 


things 


the edges of villages or away from main roads.! 


Socially, they may have fewer relationships on 
which they can rely 
be smaller, and many of 
male heads. They are illiterate, have no radio 
and know little about events beyond their 
neighbourhood. Their members rarely go to 


poorer households tend to 
the poorest have fe- 


public meetings, receive no advice from exten 
sion workers in agriculture health, family plan- 
ning or nutrition, travel little, except in 
search of work. They make less use of services 
(health, transport, education) than 
poor neighbours. They are either 
members migrate for 
debts and 
low-profile 


and 


their less 
lragmented 
work 
other 
Strat 


and scattered as 
or trapped in one place by 
Many adopt a 
egy: by accepting powerlessness as a condition 
for protection, they demonstrate that they 


will not pose any threat to their patrons. Some 


obligations 


whose legal position is weak, as in the case of 
(Chambers, 1979) and 
1975), may even 


self-settling 
squatters (Mbithi and Barnes, 
try to hide, to be invisible to the official eye 
Out of sight, they hope to be out of mind 


refugees 


(c) Rural development tourism 


ways in which urban-based 
poverty 


There are many 
learn rural 
Some of the sources are ques- 


studies, reports by 


outsiders about and 
the rural 
tionnaire 


social anthropologists, findings of medical and 


may 
poor 
surveys, village 
nutritional research, censuses, statistics showing 
the use of routine or special reports 
within government systems or by non-govern- 
ment organizations, and project evaluations 
But a major and perhaps the most important 

influence on the perceptions of urban-based 
outsiders is rural development tourism rural 
tourism for short the phenomenon of the 
brief rural visit. It influences, and is a part of, 
all or almost all of the other sources of infor- 
mation listed earlier. It is widespread. There are 
thousands, perhaps tens of thousands, of in- 
stances daily.? In spite of its prevalence, rural 
tourism has not to my knowledge been serious- 
ly analysed. This omission is astonishing, until 
one reflects on the reasons for it. For academic 
rural tourism is too 


services 


analysis, dispersed and 
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ephemeral a phenomenon for rigour. It 
does not rest neatly in any disciplinary domain 
topic for a 
practical professionals engaged in 


development, it 


easy 
and it is barely conceivable as a 
thesis. For 
rural is perhaps too close to 
in focus. Rural tourism is, more- 
anecdote and an object of 
It generates stories for bar gossip rather 


the nose to be 
over, a subject of 
shame 
than facts for comparative study, and is associ- 
ated with memories of personal follies one 
prefers not to expose to public ridicule. In any 
event introspection is not one ol 
prominent rural 
Yet it is through this rural tourism, 
that 


powertul) visitors see 


self-critical 
the more characteristics of 
levelopers 
if at all, ‘core’ (urban-based, professional, 
meet those who are 


weak). The 


and 


‘peripheral’ (rural, uneducated 
brief rural visits by ‘core’ 
fail to play a key 


pressions and 


personnel can scarcely 


part in forming their im- 
beliefs and influencing their ac- 
tions and decisions 

Ihe visit of a rural tourist may be for one 
The ‘tourists’ or visitors may 


country, a capital city, 


day or for several 


come trom a foreign 


a seat ol government 


smaller urban 


regional or provincial 


a district headquarters, or some 


Me st 


tf ficials 


commonly they are government 
health staff 


community develoners 


place 
administrators agricu' 
turalists educators, 


foresters oT this 


; 


engineers inspectors of 


that; but they may also be private 


academic researchers. the 


specialists 


voluntary ournalists, diplon 


ticians, consultants, or the staf I aid 


Differing widely in race, nationali’y 
profession, age, sex, language, inte 


ices, conditioning and experie 


tors nevertheless usually have 


common: they from urt 


come 


; 


want to find something out; anc ihey 


of time 

Rural tourism has many purposes 
styles specialists 
physical may in 


contact with the rural residents 


Technical concer 
practice hi 
and ti 
be little formality about their visits. ' 


those 


resources 


adniinistrat 
human development in its various fort 


concerned with 
in contrast be involved in many meet 
rural residents. It 
that we are primarily concerned 


is with these kinds 


Caricature is tempting in this conte 
exaggeration is built into any 
duction from anecdotes which are repeated 
remembered because they 
differences 
and individual 


proc ess i 


make good ston 
cultures 
tourists. The fol- 


lowing sketch illustrates the pathology of such 


There are also between 


environments 


when they are carried out by 


It is not 


visits, especially 
people who are treated as important 
intended as a balanced portrayal 

Ihe visitor sets out late, delayed by 
minute business, by 


last- 
a family 
crisis, by a cable or telephone call, by others 
taking part in the Visit, by 
or administrative problems with vehicles, by 
urban traffic jams, or by any one of a hundred 
forms of human error. Even if the way is not 
there is enough fuel, and there are no 
breakdowns, the programme still runs behind 
The visitor is encapsulated, first in a 
land-rover, jeep or other vehicle, and later in a 


colleagues, by 


same mechanical 


lost. 
schedule 


moving entourage of officials and local notables 
chairmen of committees, 
village accountants, progressive farmers, traders 
and the like). Whatever their private feelings 
(indifference, suspicion, amusement, anxiety, 
r enthusiasm), the rural residents put 


(headmen village 


irritation 
on their best face and receive the visitor hospit 
ably 
ture, the visitor is given goats, garlands, coconut 
milk, coca-cola, coffee, tea or milk. Speeches 
clap Photo- 
graphs are taken. Buildings, machines, construc- 
tion animals, the 
hool, the new road are inspected 
us group (the self-help committee, 


According to ecology, economy and cul- 


are made. Schoolchildren sing or 


wor'’s, new crops, exotic 


Clink 


A sell 


the w landicraft group), dressed in their 


are seen and spoken to. They 
sond in ways which they hope will 
ts and avoid penalties 


veen the 


There are 
and 
fficials’ desire to select what is 


visitor's questions 
nixed motives of different rural 
lividuals who have to live with 
d with each other after the visi- 
pro- 


and an overloaded 


ievertheless on the 


lime 
side of the 
day wears on and heats up, the 
*s less inquisitive, asks fewer ques- 
finally 
to the circuit bungalow, the 


glad, exhausted and be- 

etre 

the guest house, the host’s official 

r back to an urban home or hotel 

ige returns to normal, no longer wearing 

When darkness falls and people 
the visitor is not there 

time, the importance of the 

desire for information separ- 

or together influence what is perceived 

time drives out the open-ended ques- 

visitor imposes meanings through what 

Checking is impossible, and prudent 


Cla ace 

re reely 

tage ol 
and the 


yr otherwise self-serving lies become 
Individually or in groups 
e neglected while formal actions and 


as tacts 
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physical objects are given attention. Refugees 
rural camp in Tanzania said of UN and 
government officials that ‘They come, and they 
sign the book, and they go’ and ‘They only talk 
with the buildings.’ A villager in Senegal said to 
Adrian Adams concerning visitors ‘Ils ne savent 
pas quil y a ici des vivants’ (Adams 
1978). Above all, on such visits, it is the poorer 


people who tend not to be seen or 


in a 


gents 


especially 


to be met 


RURAL POVERTY UNOBSERVED 


THE SIX BIASES 


biases against contact with 
poverty in general, the 
They apply not 


There are many 
and perceptions of 
deepest poverty in particular 
only to tourism, but also variously to 
research and to the behaviour and per 
of low-level staff living and working 


rural 
rural 
ceptions 


in rural areas. Six sets of biases stand out 


(a) Spatial biases: urban, tarmac and roadside 
Most learning about rural conditions is medi- 
This applies not only to rural 
Starting 
ending in urban centres networks 
of roads. With rural tourism, the hazards of dirt 
roads, the comfort of the tourist, the location 
of places for spending the night, the location of 
pi o visit, and shortages alike of time and, 
rr ngly, of fuel dictate a preference for 
for travel close to urban 


and 
Ihe result is overlapping urban and 


ated by vehicles 


tourism, but also to research and 


VISItS follow 


l roads 
O0aus biases 

concentrates rural visits near 
towns and especially near capital and 
large administrative centres. But the regional 
distribution of the poorest rural people often 


Uiben bias 


cities 


concentration in remoter 
ncrth-eaestern Brazil, lower Ukambani in Kenya, 
the iribal districts of central India. In many 
parts wf the developing world, some of the 
poores people are being extruded from those 
populated areas better served with com- 
are being forced, in order to 


shows a areas 


densel 
mu ice ions and 
survive to 
peci: the savannahs and forests. Inaccessible 
fror urban centres, the poorest of the poor 
rem irgely unseen 

ic and roadside biases also direct atten- 
ti ards those who are less poor and away 
frou yse who are poorer. Visible develop- 
mel llows main roads. Factories, 
sho d official markets all tend to be at the 


colonize less accessible areas, es- 


offices, 


POVERTY 


UNPERCEIVED 


sides of main roads. Even agricultural develop 
ment has a roadside bias: in Tamil Nadu agricu 
tural demonstrations of new seeds and fertilizers 
main 
oads often follow canals 
of the ‘t 


those of the 


b and 


have been sited eside roads; 
irrigation systems 
that the farms seen are those 
who receive more water and not 
Services 
along roadsides are Hene 
veld (personal communication) found that two 
schools beside the main highway from west t 
north Sumatra had more than their quota of 
while a school 1 km off the road had 


For part of western Kenya 


‘tailenders’ who receive less or none 


also better. Edward 


teachers 
less than its quota 


Ssennyonga has described an ‘elite roadside 
As services are 


improved tarmac 


ecology’ (1976 p. Y) provide 


along the roadside surfa 
for the road, buses, electric ity, telephone, piped 
water supply so those who are better- 
up roadside plots and 


poorer people shift away out 


build on them 
of sight. The 


V 
people and thei 


ISi- 


tor then sees the better-off 
houses gardens and 


people and 


ervices, and not the poorer 


theirs. Ribbon development along 


roadsides false impression in many 


countries. The better the roads, the nearer the 
urban centre, and the higher the traffic, so the 


more pronounced is the roadside 


gives a 


developme nt 


and the more likely visitors are to see it and be 
misled 

Nor does roadside bias apply only to main 
Within people 
be hidden from the main streets and the places 
where people meet 
reporting on 
country of Sri 


‘hidden poverty’ 


roads villages, the poorer may 


Moore and Wickremesinghe 
a study of three villages in the low 


Lanka, have this to say about 


In retrospect at least, one of the most obvious 


aspects of poverty in the study villages is the ex 
tent to which it is concealed from view the pro 
portion of “poor” households varies from 14 
in Wattegama to 4] in Weligalagoda. Yet one 
could drive along all the motorable roads in the 
villages and scarcely see a single “poor” house 
Here, as in most of rural Sri Lanka, wealthier house 
holds use their social and economic power 

tain roadside homestead sites. Not only do 
confer access to such tangible services as 


buses, electricity connections or hawkers, but they 


easier 


intangible benefits as better infor 
Equally, t 
roadside dweller has a potential site for opening a 


provide such 


mation and gossip from passers-by he 
small shop, especially if located near the all-impor 
tant road junctions, which provide the focus of 
commercial and social life in almost all rural areas 
To even see the houses of the poor one often has 
to leave the road. Many) including publi 
appear not to do so very often. (orth 


visitors 
officers 
coming, p. 98; emphasis added.) 
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Much the same can be said of harijan colonies 
in or near villages in south India 
It is not just officials and rural tourists who 
are trapped within these biases. Social science 
researchers are far immune 
exceptions, but urban and 
sometimes evident in the choice o 


Of all specialists, social anthro 


There are 
tarmac 


from 
honourable 
Diases are I 
villages to study 
pologists are perhaps the least susceptible; but 
have sometimes succumbed 
Bangalore and Bangkok have each 
swallowed up a social anthropologist’s village 
Again 
adopt villages 
in Bangalore 


even they as they 


have grown 


when Indian institutions were urged to 
two research and training organ- 
izations unknown to each other, 

it can scarcely be a 


close to the 


included the same 

that it 
Mysore road, a decent but not ex 
distance from Bangalore itself. Within 
villages, too, the central, more prosperous, core 
is likely to attract researchers. Moore, again de- 
scribing three villages in Sri Lanka 


coincidence was main 
Bangalore 


cessive 


writes 
om the roadside issue the core can exer- 
a great pull on the outsider who decides to do 
week of fieldwork. Apart from the 


facilities and the 


ew days 


sense of being at the strategic 


1u ym POCA! 2ilalils Can Ciaim a sense OF NIstory 
hub of | | affairs, it n cl t histor 
which sociologists especially 


(1979, p 3) 


and tradition to 


appear vulnerable 


Moore that 
Sri Lanka have focussed on cx 


peripheries 


sociologists writing on 


considers 
re areas and com- 


pletely ignored their One may 


; 


speculate about how generally the location of 


od informants and of facilities at the cores of 


villages prevents perception by social scientists 


yf the peripheries and of the peripheral people 


further accentuated by fuel 
Whenever governments 
make budget cuts, the travel vote is favourite 
it can be trimmed without visible loss. But each 
cut makes rural contact rarer and harder, and 
urban and tarmac bias more pronounced. When 
fuel costs rise dramatically, as they have done 
n recent years, the effect is especially marked 
in those poor countries which are without oil 
and also short of foreign exchange. Rural visits, 
research and projects shrink back from more 
distant, often poorer, areas to those which are 
more prosperous, and cheaper to visit.‘ 


Dias 1s 


Urban 


shortages and costs 


closer 
District agricultural officers in Bangladesh have 
severely restricted in the use of their 
vehicles. Cuts in transport allocations for staff 
responsible for supervising canal irrigation have 
occurred in India 
vision leading to less water being provided to 
the already deprived ‘tailends’, and less know 
ledge of what is happening there. Every rise in 


been 


likely effects are less super- 


oil prices not only impoverishes the remoter, 
poorer people by tilting the urban 
of trade against them more sharply, but also at 
reduces the chances of that 
Visits, attention and 
concentrated in the 
advantaged peri-urban areas 


rural terms 
the same time 
deprivation being known 
projects are increasingly 


economically 


Pr 


rural research exhibit a 


Rural 


strong project bias 


tourism and 
Those concerned with rural 
development and with rural research become 
linked to networks of 
They are then pointed to those rural places 


where something is happening 


urban—rural contacts 
where money 
staff are stationed, a project is in 
departments, district staff and 
special attention to 
them 


is being spent 
hand. Ministries 
voluntary 
projects and channel 
earning are then with tiny atypical 
which attract repeated and 


agencies all pay 
visitors towards 
Contact and 
islands of activity 
mutually reinforcing attention 

Project bias is most marked with the show- 
the nicely groomed pet project or model 
staffed and supported, with 
what to say 


piece 
village, specially 
well-briefed members who know 
and which is sited a reasonable but not excess- 
ive distance from the urban headquarters.” 
Governments in capital cities need such projects 
for foreign visitors; district and subdistrict staff 
need them too, for visits by their senior officers 
Such projects provide a quick and simple reflex 
to solve the problem of what to do with visitors 
or senior staff on inspection. Once again, they 
direct attention away from the rural poor 

The better known cases concern those rural 
development projects which have attracted 
international attention. Any roll of honour 
would include the Anand Dairy Co-operatives 
in India; the Chilalo Agricultural Development 
Unit in Ethiopia; the Comilla Project in Bangla- 
desh; the Gezira Scheme in Sudan; the Intensive 
Agricultural Programme (IADP) in 
India; Lilongwe in Malawi; the Muda Irrigation 
Project in Malaysia; the Mwea Irrigation Settle- 
ment in Kenya; and the Ujamaa programme in 
Tanzania. All of these have been much visited 


Districts 


and much studied. Students seeking doctorates 
read about them and then sought to do 
their fieldwork on them.® Research generates 
more research; and investment by donors draws 
research after it and funds it. In India, the 
IADP, a programme designed to increase pro- 
duction sharply in a few districts which 
well endowed with water, exercised a powerful 
attraction to research compared to the rest of 


have 


were 
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India. An analysis (Harriss, 1977, pp. 30—34) 
of rural social science research published in the 
Economic and Political Weekly showed an 
astonishing bias to IADP districts, and an 
almost total neglect of the very poor areas of 
central India. In a different way, the Comilla 
Project may have misled, since Comilla 
District has the lowest proportion of landless 
in any district in Bangladesh. Research on 
ujamaa in Tanzania in the later 1960s focussed 
heavily on three exceptional villages or clusters 
of villages (the Ruvuma Development Associ- 
ation, Mbambara and Upper Kitete) which were 
among the very few in the whole country with 
substantial communal agricultural production 
Research, reports and publications have given 
all these atypical projects high profiles, and 
these in turn have generated more interest and 
more visitors 

Fame forces the managers of such projects 
into public relations. More and more of their 
time has to be spent showing visitors around 
Flooded with the celebrated, the curious, and 
the ignorant prime ministers, graduate 
students, women’s groups, farmers’ groups, aid 
missions, school parties, committees and 
directors of this and that managers set up 
public relations units and develop a public 
relations style. Visitors then get the treatment 
A fluent guide follows a standard routine and 
a standard route. The same people are met, the 
same buildings entered,’ the same books 
signed, the same polite praise inscribed in the 
book against the visitors’ names. Questions are 
drowned in statistics; doubts inhibited by 
handouts. Inquisitive visitors depart 
with research papers, technical evaluations and 
annual reports which they will probably never 
read. They leave with a sense of guilt at the 
unworthy scepticism which prompted probing 
questions, and with memories of some of those 
who are better-off in the special project, and of 
the charisma of the exceptional leader or man- 
ager who has created it. They write their jour- 
ney reports, evaluations and articles on the 
basis of these impressions. For their part, the 
project staff have reinforced through repetition 
the beliefs which sustain their morale. Thus 
projects take off into self-sustaining myth.® 


also 


loaded 


(c) Person biases 


The persons with whom rural tourists, local- 
level officials and rural researchers have contact, 
and from whom they obtain impressions and 
information, are biased against poorer people 
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(i) Elite bias 

‘Elite’ is here to describe those rural 
people who are less poor and more influential 
They typically include progressive farmers, vil- 
lage leaders, headmen, traders, religious leaders, 
teachers and paraprofessionals. They are the 
main sources of information for rural tourists 
for local-level and even for rural re- 
searchers. They are the most fluent informants 
It is they who receive and speak to the visitors 
they who articulate ‘the village’s’ interests and 
wishes; their concerns which emerge as the 
village’s priorities for development. It is they 
who entertain visitors, generously providing the 
expected beast or beverage. It is they who re- 
ceive the lion’s share of attention, advice and 
services from agricultural extension staff 
(Chambers, 1974, p. 58; Leonard, 1977, Chap 
9). It is they who show visitors the progressive 
practices in their fields. It is they too, who, at 
monopolize the time and attention 


used 


officials, 


least at first 
of the visitor 

Conversely, the poorer or the poorest do not 
speak up. With those of higher status, they may 
even decline to sit down. Weak, powerless and 
isolated, they are often reluctant to push them- 


selves forward. In Devitt’s words 


The poor are often inconspicuous, inarticulate and 
unorganised. Their voices may not be heard at pub 
lic meetings in communities where it is customary 
for only the big men to put their views. It is rare to 
find a body or institution that adequately repre 
sents the poor in a certain community 
siders and government officials invariably find it 
more profitable and congenial to converse with 
local influentials than with the uncommunicative 
poor. (1977, p. 23.) 


or area. Out 


The poor are a residual, the last in the line, the 
most difficult to find, and the hardest to learn 
from 


Unless paupers and poverty are deliberately and 
persistently they tend to remain 
tively screened from outside inquirers. (ibid. p. 24.) 


sought, effec 


(ii) Male bias 

Most rural tourists, local-level government 
staff and researchers are men. Most rural people 
with whom they establish contact are men. Fe- 
male farmers are neglected by male agricultural 
extension workers. In most 
have inferior status and are subordinate to men 
There are variations and exceptions; but quite 
often women are shy of speaking to visitors, 
especially to men. And yet poor rural women 
are a poor and deprived class within a class 
They often work very long hours, and they are 
usually paid less than men. Rural single women 


societies women 
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households, and widows in- 


most wretched and unseen 


women heads of 


clude many of the 
people in the world 

r Diases 
with facilities or 


Where 


innovations 


visits are concerned 
the users of services and the adop 
ters of new practices are more likely to be seen 
than are non-users and non-adopters. This bias 
) visitors who have a professional inter 
education, health or 
local-level officials, and to 


visit buildings and places where activity 


ipplies t 
igriculture, to 
They 


n, say 
researchers 
end t 
visible, and hence 
in school are more likely to 
ned than those children who 
school: those use the health 
sick, too 


those who come 


mcentrated easy 


udy. Children 


easily 


1 questi 
who 
e than those who are too 
wr too distant t 
market t they 
*y with which to buy more than those who 
th they mem- 
more 
join it 
health or family 


use if 
have goods to sell or 


a Use 


yme decause have neither 


he co-operative than those who 
ry poweriess to those who 
dopted new agricultural 
than who have 


g practices more those 


1d living biases 
active are more visible than 
t. Fit, happy, children gather 


round the jeep or land-rover, not those who are 


who 


Dead children are rarely 
their huts. Inactive old 
a social anthro- 


weak and miuseraDie 
een. The sick lie in 

ple are often out of sight 
pologist has recorded how he spent some time 
camping 


in 


people 


realized that 


1973 p 
or dead cannot be 


before he 
(Turnbull 


yutside a village 


were starving 


102). Those who are absent 
Dut 
who have died 


deprived. Much 
by its removal 


» have migrated and those 
the most 


met those wh 


may include many of 


f the worst poverty is hidden 


season bias 


1) Dri 
poor rural people in the world 
areas of marked wet-—dry 
tropical. For the 
depend on 
the year is 
before the 
work hard 
morbidity 


live seasonality 


most of! it majority 
the 
the 


first harvest 


great 
livelihoods cultivation 
difficult time of 


espec ially 


whose 
most usually 
wet season 
Food 
infections 
and mortality all 
The poorer people 
particularly vulnerable 


is short, food prices high and 
Malnutrition 


body 


prevalent 
weights decline 
women and children are 
Birth weights drop and 


rise 


inade- 
This is 


neonatal mortality rises. Child care is 


quate Desperate people get indebted 
both the hungry 
is also the 
downward movements into poverty through the 
the time when 


season and the sick season. It 


season of ratchets, of irreversible 


sale or mortgaging of assets, 


poor people are most likely to become poorer.’ 
The season is the unseen 
Rural urban-based have their own 


seasonality, as 


wet also season 


visits by the 


a little doggere!l illustrates 


Nutritionists, with careful plan 
conduct their surveys when they can 
be sure the weather's fine and dry 


the harvest in, food intake high 


Then students seeking Ph.D’s 
veryone agrees 


lo for rural study 


believe that ¢ 
that rains don't 


suits get wet and shoes get muddy 


And bureaucrats, that urban type 
wait prudently till crops are ripe 
before they venture far afield 

to ask politely What's the yield?” 


For Asia, which has its major 


towards the end of the calendar year, it 


monsoonal crop 


is also 


relevant that 


rhe international experts’ flights 

have other seasons; winter nights 
Washington and Rome 

from home 


in London 


are what drive them, in flocks 


since they then descend on India and other 
countries in January and February 
the time of least poverty, and when celebrations 
and marriages are to be seen and heard 


agriculturalists 


at precisely 


There are of course some 


epidemiologists who for professional 


i point of rural travel during 


and 
may make 
lat is when crops grow and bugs 
bacteria But the 
The rains are a bad time 
of the 
mud, Droke 
losing time, and enduring discom 


reaons 
the rains; for t 
and 


strong 


disincentives are 
for rural travel 


preed 
because onveniences or worse posed by 
floods n bridges, getting stuck, dam 
aging vehicles 
tort 
south Sudan there is a period of about 2 months 
the onset of the rains 
impassable when there is not yet enough 
the Many 

especially and precisely those which 


In some places roads are officially closed. In 


after when roads are 
but 
travel by boat 


water in rivers tor 


rural areas 
are remote 
ible by vehicle during the rains 


ind poor, are quite simply inaccess- 
The worst times 
of year for the poorer people are thus those 
that are the least perceived by urban-based out 
siders 

can 


dry 


over such visitors 
more freely. It is in the 


ase is diminishing, the harvest 


the 
travel 


Once rains are 
howeve! 


season, when dis 
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in, food stocks adequate, body weights rising, 
ceremonies in full swing, and people at their 
least deprived, that there is most contact be- 
tween urban-based professionals and the rural 
poor. Not just rural development tourism, but 
rural appraisal generally is susceptible to a dry- 
season bias.’ The poorest people are most 
visible at precisely those times when they are 
least deprived; and least visible when things are 
at their worst 


(e) Biases of politeness and timidity 
Rural tourists, local-level officials and re- 
searchers may all be deterred by combinations 
of politeness and timidity from approaching 
meeting and listening to and learning from the 
poorer people. Poverty in any country may be 
a subject of indifference or shame, something 
to be shut out, something polluting, something 
in the repressed 
Those offend 
who 


psychological sense, to be 
who make contact with it may 
those who are influential. The notables 
generously offer hospitality to the visitor may 
searching about the 
Senior officials visiting junior 
wish to examine or expose 


not welcome 
people 
may not 


questions 
poorer 
officials 


failures of programmes intended to benefit the 
Politeness and prudence variously inhibit 
the awkward question, the walk into the poorer 
quarter of the village, the discussion with the 
working women, the interviews with harijans 


poor 


Courtesy and cowardice combine to discourage 
contact with the poorest people 


(f) Professional biases 


Finally, professional training, values and 
interests present problems. Sometimes they 
focus attention on the less poor: agricultural 
extension staff trained to advise on cash crops 
prepare farm plans are drawn to the 
more ‘progressive’ farmers; historians, soci- 
ologists and administrators, especially when 
short of time, can best satisfy their interests 
through informants among the 
better educated or less poor; those engaged 
in family welfare and family planning work 
find that bridgeheads for the adoption of 
new practices can most readily be established 
with better off, better educated families 
But sometimes, in addition, professional 
training, values and interests do atten- 
tion directly on the poor. This is especially 
so in the fields of nutrition and health, where 
wishing to examine and work with 


or to 


and curiosity 


focus 


those 
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pathological conditions will tend to be drawn 
to the poorer people 

More generally, specialization, for all its ad- 
vantages, makes it difficult for observers to sce 
the holism of poverty. As suggested earlier 
rural poverty is a syndrome in which lack of 
assets, inadequate flows of food and income, 
physical vulnerability 
to contingencies, 
interact and interlock. But professional training 
conditions otherwise intelligent people to look 
Professionals have been 


weakness and sickness 


powerlessness and isolation 


for and see much less 
programmed by their education and experience 
to examine what shows up in a bright and slen 
der beam which blinds them to what lies outside 
it. Knowing what they want to know, and short 
find it out, professionals in rural 
even narrowly single- 
they do thei 


of time to 
areas become more 
minded. To put it colloquially 
own thing and only their own thing. They look 
for and find what fits their paradigms. There is 
neither inclination nor time for the open-ended 
question or for other ways of perceiving people 
events and things. ‘He that seeketh, findeth.’ 
Visiting the same village, a hydrologist enquires 
about the water table, a pedologist examines 
soil fertility, an agronomist investigates yields 
an economist asks about wages and prices, a 
sociologist looks into patron—client 
an administrator examines the tax 
record, a doctor investigates hygiene and health 
and a 


relations 
collection 
a nutrionist studies villagers’ diets 
family planner tries to find out about attitudes 
to numbers of children. Some of these visiting 
professionals may be sensitive to the holism of 
poverty, but none among them is likely to be 
able to fit all the pieces together, or even to 
assemble most of the negative factors as they 
affect the poorer people. The professionals will 
not then be fully aware of the mutally rein- 
forcing nature of the linkages of poverty. Per- 
haps because of this professional specialization 
there are few general case studies of poor fam- 
ilies available; where they do exist (e.g. Lewis, 
1959; Ledesma, 1977) they provide valuable 
insights which a specialist might miss. Perhaps 
most seriously of all, specialization prevents 
outsiders from seeing the world from the point 
of view of the poorer people. It impedes the 
necessary reversal to learn from them and with 
them. Their priorities, freely identified and ex 
pressed, may occasion surprise. They may also 
fall in or between the domains of several disci 
plines. If professionalism is narrow, however, it 
encourages overspecialized and misleading diag 
noses and prescriptions which underestimate 
poverty by recognizing and confronting only 
part of the problem 
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(g) Review: the unseen and the unknown 


The must not be overstated. To 
most of these generalizations about biases, ex- 
found. There are government 


and re 


argument 


can be 
programmes, voluntary 
search projects that seek out those who are re- 
Some projects and programmes, 
the weaker sections and vul- 
classes in rural India, have an anti- 
Person biases can work the other 


ceptions 
organizations 


mote and poor 
such as those for 
nerable 
poverty 
women’s groups and women’s programmes 
attention taken to those 
nutritionists concentrate on the 
and epidemi- 


focus 
way 
attract doctors are 
who are sick 
malnourished; agriculturalists 
ologists alike may have special professional 
reasons for travel during the rains; and, during 
an agricultural season, a daytime visit to a vil- 
lage may provide encounters with the sick, aged 
and very young, and not with the able-bodied 
who are out in the fields. Such exceptions must 
be noted. At the time, there are two 
underestimating the force of the 
a failure to see how they interlock; 
a further underestimation of their 


Same 
dangers of 
first 
and second, 


biases 


incidence 
the first problem, the way in 
spatial, project, person 
politeness/timidity and _ professional 
interact can be seen by analysing almost any 
example of an urban-based outsider investi- 
gating rural conditions. With many ‘insights’ 
and beliefs rural life, the several biases 
can and do reinforce each other. The prosperity 
after the harvest of a male farmer on a project 
beside a main road close to a capital city may 
colour the perceptions of a succession of of- 
ficials and dignitaries. The plight of a poor 
widow starving and sick in the wet season in a 
remote and inaccessible area may never in any 
way impinge on the consciousness of anyone 
outside her own community 

The second problem is that few may be 
immune to these biases. It may be supposed 
that those who originate from rural areas, or 
who have a home or second home there, will 
not suffer from them. Any such supposition 
might be misleading. The evidence available is 
too anecdotal and sketchy to be more than 
suggestive; but the suggestion is rather strong. 
Three examples can be cited 

In the first case, in a densely populated part 
of western Kenya, junior agricultural extension 
staff and home economics workers were each 
given a random sample of 100 households to 
survey. The households were in the area where 
they worked. After the survey, they all con- 
sidered the sample had been biased heavily 


To address 
which dry-season 


biases 


about 


progressive and better edu- 
cated households. One of the agricultural staff 
complained that in his 100 households there 
was only one which had an exotic grade cow, 
and that there should have been several more if 
the sample had been representative. In reality, 
however, there was only one exotic grade cow 
for every 200 households in the area, so that 
the surveyor in fact had only a 50:50 chance of 
getting a grade cow at all. A home economics 
worker said that she was appalled at the pov- 
erty she had encountered among her sample 
On two occasions she had burst into tears at 
what she had found. She had not known that 
there such misery in the (“These 
people do not come to my meetings.’’) Now it 
that | 


against the more 


was area 


is possible this was an atypical case, al 


though it is more likely, in my view, that the 
anti-poverty biases affect local-level staff as well 


as others 
perceive 
work 

The second example is from Sri Lanka. After 
observing how the houses of the poor are phys- 
ically hidden from the core of the village they 
studied, and how public officers appear not to 
see them very often, Moore and Wickremesinghe 
(forthcoming, p. 98) continue 


and that such staff generally under- 
deprivation in the areas where they 


Although most of the rural population 
and dependent in part or whole on wage labour, 
one hears comments of the nature: “Of course, 
most of the people around here have some job or 
little business in Colombo.” 


are poor 


The implication is one of other incomes and 
well-being, which might be true of 
those who better off, and with whom 
there was contact, but scarcely true of those 
who were poorer and with whom there was no 
contact 

In the third example, a senior official in a 
ministry in a capital city stated that in his rural 
home area no one ever went short of food. But 
a social anthropologist working in the area 
reported that during the annual hungry season, 
women were interviewed who said that they 
had not eaten for 3 days. There was food in the 
shops nearby 

Perhaps what we are considering here is a 
world-wide phenomenon, as marked in rich 
urban as in poor rural agricultural societies. 
Compared with others, the poor are unseen and 
unknown. Their deprivation may then be worse 
than is recognized by those in positions of 
power and influence 

Finally, we may note additional factors 
often missed by rural tourists, local-level staff, 
and even researchers. It is not just a case of the 


modest 
were 
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invisible poorer people; it also involves other 


non-visible elements: international influences 
on rural deprivation; social relations (patron 

client, obligation and 
exploitation); and trends over time. The very 
act of being in a rural area and trying learn 
about it biases insight and interpretations to 
wards what can be seen; and the observer’s 
specialization then increases the likelihood of 
partial diagnoses, explanations and prescrip- 
tions. Poor people on disaster courses may not 
be recognized. A_ nutritionist mal- 
nutrition but not the seasonal indebtedness, the 
distress sales of land, and the local power struc- 
ture which generate it. A may see in 
fant mortality but not the declining real wages 
which are driving some mothers to desperation, 
still less the real cause of those declining real 
wages. Visibility and specialization combine to 
direct attention in rural development to simple 
surface symptoms rather than deeper combi- 


indebtedness, webs of 


may see 


doctor 


nations of causes 


4. REMEDIAL ACTION 

What, then, can be done? To suggest remedial 
action implies the judgement that it is bad not 
to perceive the nature and extent of rural pov- 
erty. This assumption might be challenged on 
several grounds. It could be argued that it is not 
necessary to know more about the poor be- 
cause of trickle-down mechanisms ‘everyone 
gains from growth’; because directing resources 
and attention to the poorer has a high oppor- 
tunity cost ‘We can do more for less for the 
less poor’; because indigenous social institutions 
adequately take care of the deprived ‘The 
poor look after their own’; because of historical 
inevitability ‘Whatever will be, will be’; o1 
because the effort is useless — ‘We know it can’t 
be done.’ Each of these points could be debated 
at length. Perhaps it is enough here to note 
them, to disagree, and to recognize that they 
conflict with the philosophy and aims of most 
rural development, which has the stated pur- 
pose of reaching and helping those who are 
poorer. The World Bank has defined rural 
development as involving ‘extending the bene- 
fits of development to the poorest among those 
who seek a livelihood in the rural areas’ (World 
Bank, 1975, p. 3). It is difficult to envisage how 
initiatives in such rural development can be 
effective unless those responsible for policy, 
planning, implementation and evaluation have 
knowledge and understanding of those poorest 
people. It is in this spirit that the following 
suggestions for remedial action are made. 
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Remedies require changes in cognition and 
behaviour This involves not just 
learning in the adding to 
known, but structural cognitive change 
turn involves mental constructs and concepts 
ways of and understanding the world, 
and especially ways of seeing and understanding 
poverty. How cognitive and behavioural change 
interact, and how they can be manipulated, is a 
subject extensively treated in the psychological 
literature, much of it concerned with psycho 
therapy.'' Three points can be noted. First 
even those unsympathetic to behavioural 
approaches concede that the manipulation of 
powertul 


process 
sense ol what is 


This in 


seeing 


rewards and sanctions can have a 
influence on behaviour. Second, for changes in 
cognition and belief, group approaches appear 
to be more effective and more 
than many others. Third, public statements of 
intention, attitude or belief made among peers 
have a rather tendency to influence 
subsequent behaviour and 
points have been incorporated in some of the 


cost-effective 


strong 
cognition. These 


suggestions which follow 


(a) Tactics for tourists 


Ihe earlier discussion of rural development 
tourism was negative, itself a bias. The point is 
not to attack or prevent it, but rather, accepting 
it as necessary, to improve it. Readers reflecting 
on their own experiences and techniques will 
have noted how often and how well they have 
avoided or broken away 
described; and how often, willingly or not, they 
have been trapped by them. It is encouraging to 
remember the example of Ladejinsky. A man of 
wide experience, he carried out two brief field 
trips in India in 1969, at the age of 70, and 
wrote them up in the Economic and Political 
Weekly (Ladejinsky, 1969a, b). He visited the 
Punjab and Kosi area in Bihar. He had the skill 
and experience to see through, at that early 
date, to the ironies and ills of the Green Revo 
lution: ‘The new agricultural policy which has 
generated growth and prosperity is also the in 
direct cause of the widening of the gap between 
the rich and the poor’ (1969a, p. 13). What 
others, years later, plodded to document to two 
decimal places, he detected convincingly in a 
week or two, exposing, decisively and without 
delay, the major trends and implications 

For lesser mortals, such achievements may 
be out of reach. But for rural visits concerned 
with poverty there are tactics which help. If 
are obvious to the point of 


from the tendencies 


these, once stated 
banality, | can only say that it is remarkable 
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are ignored, at least by myself 


the anti-poverty biases. Urban, 


oadside biases can be countered 
further afield and by walking away 
yect bias by visiting not only 
ytther areas near them, or by 
biases of personal con- 
seeking out the poorer 


meeting 


a point ol 

to seek out those 
ot at the clinic 
have left or who 
by visiting during 

y breaking away 
making it clear what 
biases by 


professional seeking 


yspection, to see the limitations 


y professional conditioning, by 
) widen spans of perception, and by 


open-ended questions 
In many ways the poorer 


of the line. They take 
they are the last to 


i) Staving longer 
the end 
o reach 
they are the least 
They often 


migrants. In 


the least organized 


articulate and the most fearful 


keep a low profile. Some are 


visits that are rushed 


they are the people 
It is after the 
programme 


least likely to be encountered 


courtesies, after the planned 
a novelty 


have 


the tourist has ceased to be 


contact becomes easier As we 
vulner- 
host of delays and disasters which 
time The 
watcher to use Moore's 
plenty of time in one 


spend the night, to talk 


rural development tourism is 


reduce the available serious 


poverty (1979) 


phrase, must allow 
piace It helps t 
after 


fit ve done 


lark, unhurriedly, and to eat together 
unexploitatively 


The 
the reception com- 
protracted speeches of the 
VIP's well-known problems 
By contrast, the visitor who comes simply 
by bicycle or on foot 


(iii) Being 
the clouds of dust 


unimportant cavalcade of 
cars 
mittees and the 
visit generate 
fits more easily and 
disturbs and distracts less. Unscheduled visits 
things that are 
a special pro- 


impression ol 


walking and asking about 
planning not to 
and avoiding the 
having influence over benefits which a com- 


seen have 


gramme 


munity might receive, all reduce the dangers 
of special or misleading responses and im 


pressions 


(iv) Listening and 
that 


learning. If a tourist be- 


lieves there is nothing to learn from 


rural people, much is lost even before start 
ing. A roles is needed with the 
outsider as and learning 
Closed impose meanings; open- 
ended and into 
areas which the visitor had previously not 
known of, and could not ask 
There is much to be discovered about 


reversal of 
pupil, 


questions 


listening 


questions discussions lead 
questions 
about 
what rural people know, but arrogance and 
consciousness of status all too often prevent 


it from being learnt 


RRA)” 


(b) Rapid rural appraisal 
Rural appraisal by the urban-based 
often ineltficient 
tween the cost of 


pro- 
fessional is Ihe trade-offs be- 
information-gathering, and 
accuracy, relevance, timeliness 
actual use of information are badly man- 

Appraisal is often either ‘quick-and-dirty’ 
‘dirty’ ‘not 
Uncritical rural tourism is often 

with the But, 


twin long re- 


the quantity 
and 
aged 
or ‘long-and-dirty’, where means 
cost-eltfective 

quick-and-dirty 


equally, the 


biases noted 


manifestations of 


search, that is, extensive questionnaire sur 


veys with dispersed investigators collecting 


mountains of ‘data’, and the prolonged total 
classical social anthropology, are 


ften long-and-dirty 


immersion 
both 


is to 


The challenge 
3 more cost-effective ‘fairly-quick- 


quite 
search fi 
and-fairly-clean’ techniques, using the principles 


of optimal proportionate in- 
i3 


ignorance and 
accuracy 
Some of these techniques have been collated 
1980). Three are of par 
relevance for an orientation 
First, key integrating indicators 
to assess poverty and to identify 
They may be appropriate either 
for showing the relative poverty of an area or of 
a group, or within the area or group for identi- 


elsewhere (Chambers 
ticular towards 
poorer people 


may be use 


poorer pec yple 


fying those who are poorer 
referred to 


Quality of housing 
Others include tan- 
cooking utensils, 
birth weights of children also 
conflate several aspects of deprivation. Inven- 


is frequently 


gible assets (tools, beds, 


clothing). Low 


tories or sales of have been suggested 


(Honadle, 197 
time in 


soap 
/) as indicators of changes over 
prosperity in an area. Indi- 
cators such as these, appropriately verified, may 
expensive and 
Second, key infor- 
social anthropologists, social workers, 
groups, university 
doing field research can help efficiently to 
implement shortcuts in long 
Third, combinations of group appraisal, with 


poverty or 
be used to avoid more detailed, 
long-drawn-out research 
mants 
leaders of poor students 


investigations 
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teams of investigators changing partners and 
then discussing their findings each evening, may 
provide an especially efficient method for main- 
taining commitment and learning about the 
poorer rural people.'* 

The relevance of RRA lies in 
for releasing time from excessive data collection 
so that it can be used for more contact with, 
and learing about and from, those 
poorer. It may be a key to overcoming the 
endemic problems of shortage of time which 
shut the poorer people out. More 
be used to let them in. There are dangers of 
occurrences of the obverse of Parkinson’s law 
of time shrinking to fit work but awareness 
of these dangers might reduce their incidence 
Techniques of RRA, carefully developed and 
used, should have a part to play in improving 
awareness and understanding of rural poverty 


its capacity 


who are 


time could 


(c) In-service research as training 


countervailing 
rein- 


stereotypes 


there is a 
ideology, in-service training is 
elite preconceptions and 
about poverty, insofar as poverty is considered 
a subject at all. The rather mixed and often 
disappointing experiences with public-sector 
training for management in developing coun- 
tries (e.g. Stifel et a/., 1977) might lead one to 
premature pessimism. There may be more room 
despite elitist than is 
One set of possibilities 
poverty-related re 
training 


Unless powerful 
liable to 


force 


for manoeuver, biases, 
currently 
is that of 
into 


Three suggestions will now be made 


recognized 
incorporating 
of in-service 


search sequences 


(i) Surveys 

The use of surveys for generating systematic 
knowledge has obscured their value for training 
Simple but systematic surveys can be a learning 
tool for those who carry them out. Random 
sample surveys, as in the example from western 
Kenya already cited, especially if followed up 
by discussion, may enable staff to form a more 
balanced view of an environment. Surveys with 
target populations of those who are most de- 
prived could be correct imbalanced 
views in a more direct and pointed way. Well- 
designed techniques for exploratory and recon- 
naissance surveys can also provide new insights 
(e.g. Carruthers, 1979; Collinson, 1979; Hilde- 
brand, 1979a). Familiarization for project staff 
might be achieved efficiently through quick 
surveys, perhaps focusing on key indicators and 
on a few in-depth studies (Chambers, 
1978). For correcting biases of perception and 


used to 


case 
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for learning about the condition and problems 
of the poorer people, surveys have much to 
recommend them 
(ii) Poverty-focussed research 

In-service training might require participants 
to carry out more detailed and focussed research 
on poverty. Many suggestions can be made. An 
illustrative list comprises 


(a) Family case studies: a day in the life of a 
landless household, how a poor family sur- 


vives the hungry season etc 
(b) Applications of the critical incident ap 
proach,'> in which respondents mention sig- 


nificant incidents in their life and work 
which are then discussed and explored. For 
attention might be directed 


the previously- 


poor families 


towards and 
mentioned ratchets of impoverishment 


(c) Exploring practices, knowledge and atti 


contingencies 


tudes relevant to programmes (health prac- 
tices and beliefs, practices affecting fertility, 
agricultural activities etc.) 

(d) Non-users and non-adopters 
and trying to understand the problems and 


seeking out 


attitudes of those who do not use services 


and who do not adopt new practices 


For such research, good rapport is needed; and 
this may require village residence. This has been 
practised by the Peace Corps in some countries 
as part of induction, and could be much more 
widely used to include 
training.’ The quality of insight gained might 
be very variable. Ideally, those taking part would 
be enabled to make a complete mental reversal, 
and to see the world, even if temporarily, the 
other way round, from the point of view of 
poor people, from the bottom up ad 


officials on in-service 


(iii) Groups, workshops and seminars 

Both surveys and poverty-focussed research 
may have a greater long-term impact on cog- 
nition and behaviour if they are part of a se- 
quence of group activities. Before a survey or 
poverty-focussed took place, public 
commitment could be sought from participants, 
and combined with a discussion of objectives, 
methods and problems anticipated. After the 
survey or research, subsequent workshops or 
seminars reporting back, and 
comparison of findings would serve to elicit 
and strengthen changes which participants 
were experiencing. A practical policy orien- 
tation, including group commitment to sub- 
sequent action, should also reinforce and build 
on the changes. Of particular importance might 
be not only a new understanding of why poor 


research 


with discussion 
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people do not use services or adopt practices, 
but also subsequent programme changes taking 
those reasons into account 


(d) Games and role-playing 


Games and role-playing are underdeveloped 
There 
learn 
OXFAM 
1 Poultry 
at understanding the diffi- 


approaches for understanding poverty 


ire, however, examples where particip 
by playing the parts of poorer people 
by 


as developed two games: the first is 


Game which aims 
culties of a farmer in a village in the developing 
has players as both farmers 


world (and which 
labourers, with the labourers at a disad- 
they do not have fenced runs). The 
Poverty Game in which players 


and 
vantage 
second 1S a 
make seasonal crop decisions, 
determined by 


group as villages 
are subject to 

cards (as with t 
Monopoly), 


contingencies 


he ‘Chance’ pile of cards in 


and are exposed to malnutrition 
and disease. Dowler and Elston (1979), building 
on the work of Chapman (1973, 1974) 


have 
devised a Green Revolution Game in which 


postgraduate students in human nutrition play 


farmers who seasonal decisions 


con- 


fertilizers, pesticides and longer-term 


conditions ol 
a small computer pro- 


ring 


investment, in uncertainty; out- 


comes are mediated by 


gramme developed from Chapman’s empirical 
lata from Bihar 


Despite 


potential of 
into the life 


these examples, the 

generating insight 
and attitude of poor rural people 
appears unrealized. The Green Revol- 
ution Game developed at the London School of 
Hygiene and Tropical Medicine appears to have 
been not only popular but also revealing to the 
participants: some players, for example, have 
become landless through bad luck or bad 
decisions and have had to survive by hiring out 
their labour to with land; while others 
have benefited, again through luck or 
judgement or both, from land concentration 
One possibility is that participants in in-service 
training should create their own poverty games 
on the information gained through 
their own research; and should then play them 
It should be possible to build into such games 
aspects such as indebtedness, malnutrition, in- 
fant mortality, the non-use of services, and the 
like. On reflection, it is astonishing that such 
approaches to learning are not widely used — in 
public administration training, in universities, 
and in courses for the staff of aid agencies 

A further possibility is playing games with 
rural people themselves. In Ecuador, a simulation 


games for 
problems 


largely 


those 


good 


basis of 


game called Hacienda has been developed and 
used as a complement to the ‘consciencization’ 
of campesinos (Smith, n.d.) and can hardly 
have failed also to educate those who devised 
and introduced it. Indigenous games can also 
provide points of entry to help outsiders learn 
rom rural people (Barker, 1979). Games can be 
used to elicit the mental constructs of different 
groups of people and the ways in which they 
elements of their environment. In 
Richards (1979) has used a tech- 
Kelly’s personal construct 
This is the triads test,'® in which re 


construe 
Sierra Leone 
nique based on 
theory 
spondents are presented with elements (often 
objects) in three and asked to pair 
two on the basis of similarity and separate the 
third on the basis of difference. Repeated for 
different groups of three from a population of 
elicits respondents’ constructs, 
and reveals how different people view the same 


gre Ups o! 


elements, this 
objects. In Sierra Leone, weeds were presented 
to university botany and geography students, to 
farmers and to agricultural extension trainees 
The constructs of the university students re- 
flected a preoccupation with morphology and 
Linnean Those of the farmers 
brought out difficulties of clearing and secon- 
dary 


taxonomy 


The surprise came with the 
Richards reports that they 


medical uses 


extension trainees 


produced grids almost identical to those of the 
students with constructs such as root 
non-root; round leaf/multiple leaf; hair on stem/no 
hair on stem; hairs on leaf/no hairs on leaf predomi 
nating 
value, leading to 


university 


This proved to be of significant ‘diagnostic’ 
a spontaneous ‘seminar’ by the 
trainees on how they would communicate with 
their ‘scientific’ approach to farming 
made them think in text-book botanical terms 
rather than in terms of farming utilities. Tentative 
action proposals for syllabus development and for 
studying alongside the farmers were beginning to 


emerge at the end of the peroid. (1979, p. 32.) 


farmers u 


There may be other approaches from psycho- 
therapy which could used to enable 
those working on rural development quickly 
and effectively to understand the construct 
systems of rural people 

A final suggestion is that of simulations with 
role-playing. One variant is theatre, dramatizing 
common events or poor people 
Another is for role reversals, for people who are 
powerful to play the parts of those who are 
weak. Dramatizing events such as encounters 
between officials and poorer rural people may 
enable spectators to ‘look in on’ and see in a 
new way, from the other party’s point of view, 
situations which are a commonplace of their 
work 


also be 


crises for 
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(e) Reversals: learning from and working with 


Running through many of the previous 
Suggesiions 1S the theme of reversal reversing 
the positions and insights of urban against rural, 
educated against non-educated, rich against 
poor, and powerful against weak. Perhaps the 
most significant reversal is in the 
teacher and pupil, with rural people acting as 
teachers and outsiders as pupils. This reversal 
conflicts with the assumptions and conditioning 
of modern education and professional training 
which imparts the prejudice that modern sci- 
entific knowledge is not only superior to in- 
digenous technical knowledge (ITK), but also 
invests superior status and authority on those 
who are its bearers. In the words of the Bible 
(Ecclesiastes, 9:16) ‘the poor man’s wisdom 
is despised, and his words are not heard’. Yet 
there has been repeated evidence of the validity 
of ITK, as in the case of intercropping where 
indigenous technology has proved superior to 
that of agricultural scientists (Belshaw, 1979). 
A first step is to recognize that rural people 
have much detailed knowledge, their 
conceptual categories, and their own 
systems of meaning, and that there is often 
much to learn both about and from these 
Indeed, it is ironical that in many environments 
the most easily acquired knowledge that would 
be new to the modern scientific network is 
that which who have 
are least likely to recognise, acquire or write 
up: the knowledge of rural people themselves 

The must not be ITK is 
superior in some respects and some fields, and 
modern scientific knowledge in others [see 
Richards (1979) for an analysis}. But ITK is 
not known to the outsider until an attempt 
is made to find it out, and that attempt is often 
not made 

‘Learning from’ can sometimes be 
most effective by ‘working with’. This process 
can be best illustrated by an example from agri- 
culture. Recognition of the rationality of the 
behaviour of small farmers (earlier thought to 
be primitive, conservative and backward), ac- 
ceptance by agricultural small 
farmers as professionals and colleagues, and 
collaborative experimental work on farmers’ 
fields with farmers, are all notions that are 
spreading. A further step, taken by a few, has 
been to work at farm tasks with farmers in their 
fields. Richards (1979) has remarked on the 
value of this practice as a learning process. In 
Peru, Hatch undertook it systematically through 
the many operations of maize cultivation, 
hiring himself out to farmers as an unpaid 


roles of 


often 
own 


those been educated 


case overstated 


made 


scientists of 
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labourer on the condition that they would 


teach him the task to be performed 


Ihe scheme worked beautifully. Most small farmers 
took to their role as teacher very conscientiously 
Rather than waiting to respond to my questions, 
they often volunteered task information I would 
never have known enough to inquire about. In fact, 
most of the information I gathered was gained in 
this way. Hired labourers often proved excellent 
instructors as well. (Hatch, 1976, p. 16.) 


Hatch found, among other things, that crop 
labour requirements might be half as much 
again as those estimated by outsiders (Hatch, 
1976, p. 11) 

‘Learning from and working with’ is a pro- 
cedure that may have more potential in agri- 
culture than in, say, health and nutrition, 
although this is a matter for investigation. But 
in all cases, unless present rural practices, be- 
liefs and attitudes are sympathetically under- 
stood by outsiders, interventions are liable to 
be misguided. With rural people generally, and 
with the poorer people in particular, outsiders 
have to put themselves in the position of humble 
learners before they can establish how much 
they have to learn. It may often be more than 
they expect. Moreover, it is from the poorer 
people that they will expect to learn least, al- 
though it is the poorer people who are the best 
authorities on themselves 


(f) Rewards: prestige and promotion 

All these 
The inherent tendencies of the biases of know- 
ledge and contact, of cores and peripheries, ex- 
ercise gravitational pulls away from the poorer 
rural people. Why should those in positions of 
influence, at whatever level, behave differently? 
It would be unrealistic to answer that exposure 
to poverty is likely to be sufficient. The cap- 
acity for having eyes that see but minds that 
contrive to distort, repress and rationalize is 
unhappily one of the greatest human wonders 
A major element of any change in cognition 
and behaviour must probably lie in rewards and 
incentives. The problems here are daunting. For 
a few outstanding individuals there are motives 
of idealism which lead them to work with and 
for the poorer people. But while such work is 
regarded as of little professional interest, of low 
prestige, dirty, polluting, demeaning, disturbing 
and unrewarding, only a small minority will 
take that path. The system of rewards, prestige 
and promotion has to change if the majority of 
those concerned with rural development are 
themselves to change 


suggestions go against the grain 
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(vi) Valuing new types of research and 
writing. TI practice is already happening 
Far too little is still known 

n, at the level of personal or 

about the lives and problems 

ral people. Family case studies 

New styles and priorities 

especially perhaps by uni 

during their vacations, might 

tterns. Further, ITK presents 


nities tor additions put 


poverty -orientation 
evaluation | edures 
m programm 


that thei 


orel 


promotion. Solutions 


cording to political and 
forms ems. and 
ry x} . j " 

mignt . tntnte ‘ v it sn ] tt be thought that there 


may never be easy 


innovated wit! 


? 
be candidates ! 


nprovement here. Attempte 


m for goo 


miierences are work with and for 1e oor may seem in 


nent | ; ’ 
ent, already practised rbable upported other initiatives 
extended and directed at 


changes 1 lues, promotion might be 
individuals whose good rk 


strong too r changing personal prioritie 
? ? 


yenized and behav 


for civil servants to 
time either in remote 
CONCLUSION 
as Or with special responsibilities for 
verty programmes or for poverty-oriented 
rhe difficulties of development for and with 
training. This requirement might be used to , 
the poorer rural people of the developing worid 
overcome the widespread practice of the . Of 
‘ ; are immense. No purpose is served by under 
penal’ posting to a poor rural area of an ‘ 
£6; ‘ estimating them. Many biases tilt against them 
official who for one reason or another is out : ; 
f favour Ihe enormity f the problems may induce 
1 tavoul : . 
some to despair, cynicism, fatalism and a search 
(v) Initiating village-level projects (as with for one big solution. But great problems can be 
antyodya in Rajasthan) which identify the broken down into small parts which 
poorest households and have programmes be tackled one by one 
specifically tailored to their needs; and of these parts 
which then are the object of attention of 


can then 
In suggesting that some 
re cognitive and behavioural 
there is no intention to present a panacea. Cog- 


supervisors and visitors nitive and behavioural change on the part of 
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political leaders, 
officials, persons from aid 
involved in policy and 
cannot be expected to come 


who are influential 
and junior 
agencies, and others 
implementation 
easily. But at least there is room for manoeuver 


Just there is will 


those 
senior 


how much room become 
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clearer when more experience has been gained 
In the 
verse thinking and behaviour appear well worth 
exploring as one set of thrusts, perhaps a key 


meantime, measures to change and re 


one, for reducing rural poverty 


NOTES 


1. See the detailed discussion of urban, tarmac and 
roadside spatial biases in the next section 


~ 


2. This estimate But if just district 


considered (let alone capital cities, 


may seem high 
headquarters are 
provincial or regional headquarters, subdistrict head- 
quarters, and other towns, and without even including 
China) 80 countries with an average of 30 districts re- 
make a daily 


quire only a little over 4 visits a day to 


total of 10,000 occurrences 
3. A 1-day Workshop on Rural Development Tour- 
ism was, however, held at the Institute of Develop- 
ment Studies, University of March 
1977. In writing this paper, debt 
to the discussions of that workshop 


Sussex, on 10 
| acknowledge a 


4. An early example is provided by Zambia's fuel 
shortage which led to fuel rationing following Rho- 
desia’s unilateral declaration of independence in 1965 
one effect was that the universities of Nottingham and 
Zambia joint research project concerned with the pro- 
ductivity of agricultural labour was restricted to work 
instead of three, and these were areas 
which were relatively 
having had large inputs of education, extension and 


communication (Elliott, 1970, p. 648) 


in two areas 
well-developed agriculturally, 


5. Or in one case close to the famous tourist site for 
the VIP. As Galbraith has remarked of India, although 
hopes and enthusiasm for community development 
waned, ‘A number of show villages continued to im- 
press the more susceptible foreign visitors.’ He records 
this incident: ‘In the spring of 1961, Lyndon Johnson, 
then vice president, was taken to see one of these vil- 
lages in the neighbourhood of Agra. It was, of the 
several hundred thousand villages of India 
one that Dwight D. Eisenhower had been 
year or It was impressive in its cleanli- 
ness, simple cultural life, handicrafts, and evidence 


the same 
shown a 
two before 
of progressive agricultural techniques. Johnson, an old 
hand in problems of agricultural uplift and difficult to 
deceive, demanded to see the adjacent village a mile or 
two away. After strong protesting words about its 
lack of preparation to receive him, he was taken there 
This village, one judged, had undergone no major, 
technical, cultural, or hygienic change in the previous 
thousand years.” (Galbraith, 1979, pp. 106—107.) 


6. Mea culpa. In the 1960s so many students and 
other researchers were attracted to work on the (well 
documented, well-known) Mwea 


Irrigation Settlement in Kenya that farmers complained 


well-organised and 


ol interview saturation 


In February 1979, two British Members of Parli- 
ament visited the Anand Co-operatives in India. They 
saw and were impressed by the delivery of milk from 
small producers to one centre. Inside hung a photo- 
graph of James Callaghan, the British Prime Minister, 
taken during his visit to the same centre. Asked if they 
would like to see a second centre they readily assented 
Once inside they found another photograph, this time 
Judith Hart, the British 
Minister of Overseas Development 


of the visit to that centre of 


8. This is intended as a statement of fact, not a judge 
ment. There is something of the Greek tragedy in the 
way some conspicuous projects are driven down this 
path self-deception, 


hubris, debunking of 


which leads, progressively, to 


defensiveness and, ultimately 
the legend 

Statements in this paragraph, see the 
on Seasonal Dimensions to 
Rural Poverty summarized in Chambers et al. (1979) 
ind Payne (1979) and 


9. For the 
papers of the Conference 
and also examined in Longhurst 
Chambers (1979b) 


10. A manual for assessing rural needs, warning about 
the unexpected in rural surveys, states 

needed for transporting the interviewers were recalled 
months of the 


emphasis added.) A 


for a month during the few precious 
(Ashe 1979 p 26. 
Indian institute 


dry season 
major concerned with rural develop 
ment concentrates its field research outside the period 


of the main monsoon 


11. By way of entry into some of the literature, see 
Feldman (1966); Mahoney (1974); and Kanfer and 
Goldstein (1975). There is a rich range of techniques 
in both humanistic and behavioural psychology. Tech 
niques in behavioural psychology are now often de 
modification, and rely on the 
While raising 


scribed as behaviour 


manipulation of rewards and sanctions 
ethical questions, behaviour modification makes claims 
to be 


1975 


rapidly effective for some purposes (Bootzin 

Azrin and | More 
of techniques for achieving change can be illus 
13 chapter headings in Helping People 
1975 The 
attitude 


xx, 1977) generally, the 
range 
trated by the 
{Kanfer and 
relationship 


Change Goldstein (eds.) 
enhancement 


model simulation and 


techniques are 
change 
reduction, 


modification; cognitive 


role-playing; operant; fear aversion; self 


self instructional hypnosis 
automation. I 
literature. But it is 
and that it may con 


management expectation 


and suggestion; group; and make no 


pretence to have reviewed this 
worth pointing out that it exists 


tain usable ideas 
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f a workshop on RRA held on 26 
Barnett (1979). Many of the 
a subsequent conference on RRA held on 


12 a review 
27 OC! 1978 see 
papers 
4.7 Decen 


(L980) 


iber are listed in the references in Chambers 


rhe principle is that 


should not be 


yf proportionate inaccuracy 


incurred to achieve greater accu- 


; 


than can be used 


Hildebrand (1978, 1979a, b) for 


pioneering applications in appraisal for agricultural re 


14. See papers by 


t al. (1975) tor an application 


REFI 


Adrian, a young researcher’, 
paper presented at the Annual Conference 
African Association of the UK 


Adams Open letter to 
mime 
vf the 
(1978) 

Ashe 
Pract 


Studies 


Rural Needs 1 
(Volunteers in Technical 
A venue Mt 


issessine Manual for 


j VITA 

Assistance ) 3706 Rhode Island 
Rainier. MD 20822. USA (1979) 

Azrin, N. and R. Foxx, Joilet Training in 
Day (London: Pan Books, 1977) 

Appropriate methodology 


a traditional 


rioners 


Less Than a 


Barker, David an example 
measure 
‘ ers’ attitudes and environmental images’, /DS 
Bulletin, Vol. 10, No 1979), pp. 37 


40 


ising African board game to 


2 (February 


personal 


RRA 


Rapid rural appraisal: a 
IDS Workshop 
Conference (1979) 


Barnett, Andrew 


+} 


view P| e tirst 


paper [tor 


Belshaw, Deryke, “Taking indigenous technology seri 
of intercropping techniques in East 
Vol. 10. No. 2 


yusiy: the case 
Africa’, IDS Bulletin, 
1979). pp 24—27 
Bootzin, Richard R., Behaviour 
Therapy: An Introduction (Cambridge 
throp, 1975) 
arruthers, lan 


(February 


Modification and 
MA: Win- 


‘A mental construct for unstructured 

m interviews’, paper for RRA Conference 

Chambers, Robert, Managing Rural Development: Ideas 
and Experience from East Africa (Uppsala: Scandi- 
navian Institute for African Studies, 1974) 

hambers, Robert, ‘Rural poverty-oriented monitoring 
and evaluation: simple is optimal’, paper for the 
Panel on Monitoring and Evaluation, ACC Task 
Force on Rural Development, FAO (W/L7924) 
(October 1978) 

hambers, Robert, ‘Rural refugees in Africa: what the 
eye does not see’, Disasters, Vol. 3, No. 4 (Decem- 
ber 1979a) 

hambers, Robert, ‘Health, agriculture and rural pov- 
erty: why seasons matter’, /DS Discussion Paper 
148, Institute of Development Studies, University 
of Sussex (December 1979b) 

hambers, Robert, ‘Short-cut methods in information 
gathering for rural development projects’, paper for 
World Bank Agricultural Sector Symposia (January 


of this approach to defining training needs for the 
development With rural 
used comparatively and induc 
their 


management yf projects 


poverty, it could be 
tively to identify 


relative priorities 


anti-poverty measures and 


16. Objections to village residence can be expected. A 
senior UN official to 
the health risks to his staff would be unacceptable 


whom this was suggested said that 
17. For a social anthropological example of this sort 
of reversal, see Mencher (1975) 


18. For further techniques see Fransella and Bannister 
(1977) 
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Summary. 


rechnologies are at present generated in the framework of a system of paradigms 


which originated in the developed world, which is not adequate for the developing countries 
rhis article proposes a research methodology that, while generating technologies appropriate 


for rural areas, contributes at the same time to the building of 


a new system of paradigms 


adequate for the needs and conditions of developing societies. The final aim of the method- 


ology, 


which presupposes local participation, is to define a ‘technological space’ which is the set 


of requirements and constraints that the technology has to satisfy. Any technology which fits 


that space is appropriate, whether locally produced or imported 


THE CONCEPT OF APPROPRIATI 
TECHNOLOGY 


rhe realization that the indiscriminate trans- 
fer of technology from the industrialized coun- 
tries is not an adequate solution for the devel- 
oping countries is not new: it is contained in 
Gandhi’s Sarovaya approach to development as 
early as 1909. This concept was based on the 
development of the villages, with the means of 
production for basic needs owned by families 
or by co-operatives of families. The basis of the 
fight against poverty was full employment. ‘For 
the full moral and mental development of the 
individual for the individual was, for Gandhi, 
the supreme consideration it was essential to 
find work that gave him opportunity for self 
expression and development of creative intelli- 
gence . Education work by 
hand and on the identification and solution of 
relevance was the 
In short 


based on 


problems of immediate 
tool to develop creative intelligence 
self-reliance starting at the village level, concen- 
tration on the immediate relevant problems 
rather than on long-term fixed plans, fostering 
of creative intelligence through the full devel- 
opment of the individual, and social change 
through non-violent civil disobedience and non- 
co-operation, were the central elements of his 
approach to development 

Gandhi’s concept of development included 
an explicit science and technology policy that 
was essential for its implementation. In his own 
words: ‘if I can convert the country to my point 
of view, the social order of the future will 
include everything that promotes the well-being 


of the villagers. | do visualize electricity, ship 
building machine making and the 
like existing side by side with village handicrafts 
But the order of dependency will be reversed 
Hitherto, the industrialization has been so plan 
the villages and the village 


ironworks 


ned as to destroy 
crafts. In the state of the 
serve the village and their crafts.’ ? 
insistence on the protection of village crafts did 


future it will sub 
Gandhi's 


not mean a conservation of traditional 
technologies. On the contrary 
upgrading of the local techniques, the adap 
India’s 


Static 
it implied the 
technology to 


tation of modern 


conditions and environment, and the encour 


agement of scientific and technological research 
to identify 

lems. His final aim was the transformation of 
the Indian society, but through a 


organic growth from inside and not through an 


and solve immediate relevant prob- 
process ol 


imposition from outside 
In Gandhi’s social doctrine, the concept of 
appropriate clearly defined 


although he never used that term. Moreover! 


technology is 


and we will come back to this point later on 
he defined appropriate technology in the con 
text of an approach to 
economic and cultural development 
Under Nehru’s rule, the development strategy 
of India was based on planned large-scale in 
dustrialization with emphasis on basic and heavy 


SOCIO 


integrated 


ind Gandhi's ideas on technology were 
forgotten 
and in a different context 
the best known names for 


industry 
almost completely 
1960s. At that time 
they emerged again 
this new concept of technology 
and appropriate their 


until the early 


intermediate 


made appearance at 
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that 
Schumacher in the 


The first proposed by 
mid-1960s. It 
technology that requires less capital investment 
for work place than the ones currently in use. It 
I] decentralized, with rural 


time one was 


refers to a 


l-scale 
and of sim 
1 ppropriate 


on local resources 

and maintenance 
was used by Indian planners in the 
a meaning, in practice, very 
attached by Schumacher to 

technology 

ym this rather modest beginning, and above 
the wake of the new-born concern for 
associated 


onment, the terminology 


‘new technology: has greatly multi 
imes adding confusion more than 
the underlying concepts 
ized by UNEP, the 


listed 


following 
intermediate tech- 
self-help tech- 
technology; biotechnics 
soft technology 


use were 
sropriate technology 

ogressive 

-based technology 
alternative technology ; resource-conserving tech- 
gy; new alchemy: low waste and no waste 
environmentally sound technology 


technology 


technology 


liberatory people’s technology 
radical technology; com- 


soft technology II; alterna 


convivial technology 


munity technology 


tive technology II; utopian technology; white 


humane tech 
alternative 


technology 

technology 
technology III; inequality reduction technology 
appropriate technology II; rational technology 
alternative technology IV 

According to the same report ‘unfortunately 
some of the terms have never been clearly de 
fined; and others may have been defined in one 


but used in another and understood yet in 
4 


technology 


nology equilibrium 


way 
another way’ 

Ihe literature on the subject has also ex- 
panded to such an extent that even a brief re- 
view of its content would be a major under- 
taking. Part of that literature refers to the con- 
ceptual approach, another part to specific 
applications, and a considerable portion finally 


adds very little to the clarification of the issues 
involved 


ACTIVITIES IN THE 
APPROPRIATI 


FIELD OF 
TECHNOLOGIES 


Together with the terminology and the litera- 
ture on the subject, the number of organizations 
engaged in appropriate technology activities has 
steadily increased in recent years. Several inter- 
national and national institutions have prepared 
such with a very brief 


lists of organizations 


of their activities, in most cases re- 
of the specific fields of 
The num 


description 
duced to the mention 
research in which they are engaged 
ber of organizations included varied greatly in 
the different directories. For example ILO gives 
22, the Canadian Hunger Foundation 81, and 
the UNEP, the inclusive 646, ol 
which 443 are located in the developed coun 
tries, and 253 in the Thirld World 


Despite the 


most gives 


impressive number of organiz 
ations registered, these lists and descriptions are 
not enough to give a clear idea of the real ac- 
tivity in the field of appropriate technology 
mainly because most organizations are included 
only on the 
interest in 


basis of an explicit declaration of 
A good 


lists is 


ippropriate technologies 

example of the heterogeneity of the 
given by the UNEP directory 
examples from ‘organizations 
have some amount of experience and expertise 


which includes 


ranging which 
n their staff, whose names appear repeatedly 
on lists as referrals, and which engage in research’ 
to ‘organizations for which only an address and 
an occasional attribute has been supplied, ac 
lications are unknown’ 

scarcity ol 
is evident that a substantial ef 
fort is being devoted to the generation and dif- 


ivities and pul 


Despite the accurate available 


information, it 


fusion ol appr 


propriate technologies. However, the 


success o! those 


activities up to now has been 
with the significant exception of 


can be seen with a cursory examin 


very limited 
China as 
ation of the literature on the subject.® 

The technologies of some importance that 
have been produced are few, the dissemination 
poor, and in many cases they have been rejected 
by their supposed beneficiaries, above all in the 
In short, appropriate technologies 
unable to stem, in any significant 
influx of western current tech- 
countries of the Third World 

Many explanations have offered for 
this situation: from scarcity of financing, trained 
personnel and equipment, to lack of adequate 
socio-economic studies.’ Although it is obvious 
that the shortcomings of the R and D systems 
of most developing countries constitute a great 


rural areas 
have 
measure, the 
nology in the 


been 


been 


handicap in the development of technologies, 
they can partially explain the insufficient ac 
tivity in the field, but not why so many suppos- 
edly appropriate technologies fail to reach the 
intended beneficiaries or are not accepted by 
them there are two causes of the 
poor performance of the R and D systems of 
the Third-World countries that have not been 
taken sufficiently into account. The first relates 
to the relationship between technologies and 
style of development, and the second to the 


In our view 
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very process of generation of the technologies 
In what follows, we will refer first briefly to the 
connection between technology and develop- 
ment, but most of the rest of this article will be 
devoted to its central theme: the methodology 
to generate appropriate technologies 


APPROPRIATE TECHNOLOGIES AND 
DEVELOPMENT 


From the point of view of their acceptance 
the main difference between ‘modern’ and ap- 
propriate 
resents a 
while the 


technologies is that the former rep- 
whole set 
latter, up to now, is only a miscel- 
laneous assortment of technical solutions. The 
explanation is that western technology embodies 
an integrated concept of development 


of coherent technologies, 


while 
the existing appropriate technologies reflect a 


piecemeal approach without an adequate socio 


economic context to give them the required 
coherence 

The problem we are confronted with here is 
the basic ambiguity of the term appropriate 
technology. All technologies are appropriate 
the question is what for? If the objective of the 
rhird-World societies is to imitate the style of 
development of the advanced 
western technologies are appropriate for them 
Ihe fact that the massive introduction of those 
technologies causes undesirable social and cul- 
tual effects is beside the point: it is the price 
accepted by the ruling classes to preserve a given 
socio-economic order 
therefore, that the very possi- 
bility of generating an alternative body of tech- 
nologies to the current ones depends essentially 
on the capacity to conceive and implement a 
new approach to development. In other words, 
the term appropriate technology has no meaning 
unless located in the frame of 
clearly defined type of society. It is in this con- 
text that the original Gandhian concept of ap- 
propriate technology contrasts with the 
that emerged in the 1960s, basically in the 
western countries. The former, as we already 
said, was immersed in a very 
of development, with all its social, economic 
and cultural dimensions unambiguously defined 
The latter is based on a more or less vague con 
cept of a ‘better and more humane society’ 
deeply concerned with the rational use of the 
natural resources and the preservation of the 
environment that of the 
economic and political hard facts implied in a 
change that would affect, directly or indirectly 
most fields of human activity 


countries, the 


It is obvious 


reference of a 


one 


concrete scheme 


evades most SOCIO 


TECHNOLOGIES IN RURAI 


AREAS 


In the developing countries, however 
concept of development 
that constitute the 
the new technology 


anew 
is being constructed 
frame ol 
Its distinctive element is 
that it is centred in concrete human beings; the 
well-being of individuals will not be the by 
product of indiscriminate 
but a specific target whose attainment will con- 
dition the 
ation of the country 


‘ 


can reference o 


economic growth 


whole social and economic organiz 
According to this approach, development will 
be centred around the concept of ‘basic needs 
There are many definitions of this concept, but 
it is essentially the recognition that each human 
being has an inalienable right to the satisfaction 
of certain needs which are essential for a 
plete active incorporation into his culture. Some 
shelter, health 
are relatively invariant through 
time and cultures, and easy to identify. Others 
however, associated with consumption, or of a 


} 


of these needs such as food 


and education 


more spiritual nature, are more difficult to de 
fine 
of cultures, by new forms of socia 


New needs are generated by the evolution 
organization 
and by technological change. In judging which 


of those needs are really ‘basic’, and their rela 
tive priority 1 


is inevitable 


large dose of subjectivity YT 


social bias The only way out 


this dilemma is to establish mechanisms of 
ticipation to ensure that all social decisions really 
represent the will and aspirations of the popu 
lace 

The identified not to 
repeat the path of the developed countries, to 
make the satisfaction of the needs of the people 


the specific objective of development 


elements we have 


and t 

ensure as much popular participation as poss 
ible — are not enough to give a complete picture 
of the content and meaning of the new approach 
to development. History that 
this is not an exception. All social changes in 
the past have started with a nucleus of very 
dle and the extent to 
those objectives are attained, and the operative 
forms they take, are determined essentially by 


shows, however 
sim- 


basic objectives which 


the characteristics of the process of change it 
self. In other and 
ends are largely a function of the means 

In the new vision of development 


words this is not new, the 
the mech 
anism of change is centred around the concept 
of ‘self-reliance.’ 

In its 
recognition 


essence, self-reliance is basically the 
that the main responsibility for 
solving the problems of underdevelopment lies 
with the developing countries themselves. It is 
also the awareness that development, progress 
whatever we choose to call it 


a techno-economic pl 


or evolution 
is not simply 


nomenon 
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METHODOLOGY FOR THE GI 
ATION OF APPROPRIATI 
TECHNOLOGIES 


onsumpti 


ymy 


hased on those 


itionship 
f 


ie modern one is one of depe 


*r) 


resembles the relation 


the dency which closely 
measure up ( ship developed 
a relatively fast rate countrie traditional sector produces 
the raw materials that are exported ofr 
requir nputs by the modern sector 


Most I pene 


onsiderable 


need 
can only be stimu international trade 


consumption 
modern sector which 
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TECHNOLOGIES IN RURAI 


AREAS 


Figure | 


added to the great wage difference between 
tends to continuously 
the 


urban and rural areas 


widen the economic gap between two 
sectors 

(b) We will consider technology broadly div 
modern o! 


two scientific 


and traditional technology based 
on empirical knowledge. This distinction is 
important about half of humanity 
and a great of the population of 
underdeveloped traditional 
technologies to solve most of the problems 
of the they 
live. It is division 


into 
technology 


ided ty pes 


pecause 
majority 
countries uses 
economy in which 
that 
and 
artificial. In 


subsistence 
obvious this sharp 
techno- 


modern 


between traditional scientific 


logies is somewhat 
societies there are technologies in use which 
include some elements of empirical knowl- 
edge. Conversely, in the traditional sector of 
society there is some penetration of scientific 
technologies. For the purpose of our analysis 
however, these exceptions do not alter the 
overall picture. For the study of the behav- 
iour of the R and D systems 
the problem 


problems that 


we define as 
the set of 
the 


area of a society 


can be solved by ipphi 


cation of technologies, either scientific or 


empirical 


Figure | is a very simplified representation 
of the 
gies as they 


mechanism for generation of technolo 
work today, and its relationships 
with It refers to the whole world, but 


can be applied with a few modifications to any 


society 


particular underdeveloped country 
The boxes at bottom of 
represent the sectors in which we 


the the diagram 


have divided 


world society; advanced countries (AD); and 


modern (MS) and traditional sectors (7S) of the 
The the 


proportional to the 


underdeveloped countries sizes of 
approximately 


the population included in each of these 


boxes are 
gize of 
categories. The circles at the centre are dimen 
sionless and depict the relationship between the 
problem areas of the three sectors: the amount 
in general terms 
rhe circles at 
the 


and D syste 


of overlap reflects how mucl 
they have in 
part of the 


technological solutions: the R 


common the upper 


diagram represent sources ol 


(RD) of the developed and developing countries 
Ihe sizes of the 


mportance 


and empirical knowledge (£K) 
RD 
although 
reflected by 
broken 


circles express their relative 


not in exact quantitative terms 

The 
indicate the the 
The full arrows depict 


their width 


investment, personnel et 


arrows demand n 
sources of technology 


the ‘flux’ of technological solutions 


represents the relative importance of the direc- 


the dash and point 
the 


Finally 
interconnections 


circulation 
the 
sources of technology 

The diagram can be 
two parts: the left-hand 
relationships from the point of 
lation of 
countries 


tions of 


lines reflect between 
into 
the 


circu 


clearly divided 


side represents 
view ol 
technology between the advanced 
the 
the right-hand side depicts the 


under 


and modern sectors of the devel 
oping countries 
the traditional sector of the 


We will first analyse the 


Situation of 
developed countries 
left-hand side of the diagram 

Most of shown in 
the diagram are 
those which are more relevant to our 


the features this part of 


well known, so we will con- 
sider only 
that determines the 


of technology is the 


purpose. The characteristic 
overall pattern of the flux 
1, 


overlap of the problem areas of the two sectors 
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h sector of the 


ountrie ing the same cul 


values of the developed coun 
ne patterns of consumption 
S a similar 


ind R 


ind D systems 


helming 


the 


i many eci 
and D syste1 


rod a 
OaUucead 


markets are 
ountries yrds, the 
ates 3 

.f thei 
ss before reaching 


} . 
tne ad 


c The result aS 


yvve towards a welfare society 
yf increasingly 
and D 
con 


ynsumption 
s that the R 
eveioping countries Is 


a technology that changes so 
for them 


practi 


cult 


and 


ve ef 
very alti 


date 


with information 
impossible to influence its direction 
Another effect of this 


lation of technology is 


mechanism of circu- 
that 
developing countries tend to 


the industrial 


Y) the 


systems I 


concentrate on the production of increasingly 
expensive and sophisticated goods, thus diverting 
human and material resources from the back 
ward parts of society 

The overall result of this mechanism of gen- 
eration of technology is to accentuate the dual 
character of the developing countries. The mod- 
ern sector tends to be more and more integrated 
with the advanced countries — at least from the 
point of view of cultural habits and patterns of 
consumption widening the gap with the tra- 
ditional even if the latter has 
marginal improvement in its living conditions 

All the characteristics of the traditional 
sector in relation to technology stem from the 
basic fact that its problem area, as we have 


defined it, has very little in common with that 


sector, some 


relevant 


The 


sector 


of the sector most 


features well 
still 


economy 


traditional are too 


known require detailed description: it 
great! spends on a subsistence 
de spite e fact that it is the producer of the 
the rich 


raw materials on which the growth of 


sector is base and is therefore subordinated 
to the 


Most 


ntegrated by the modern sector 
it lives for the most part 


market 
important of all, 
misery. Its central 
the very 


er material 


re, is to satisfy basic 


ic 
es used by the traditional sec 


empirical knowledge, which is 


transmitted by verbal tradition and is the result 


f centuries of struggle for survival. This knowl- 
edge is comprised of a great amount of useful 


information physical environment and 


yn the ways to use it to provide for the essential 


needs of life 


As we have already seen, the connection of 
ctor with the sources of modern 


rhe 


1 or adopted by the modern 


the traditiona 


technology ery weak technological 


sector nomy are 
to the 


sector 


generally not suited 
the traditional 
this sector lacks the econ 


partici conditions of 


} 


and esides 


omic capacity accede to them 
The 
of technology 


The R and D 


tries are strongly 


relatior ships between the three sources 
ilso reflect the overall situation 
systems of the developing coun 
interrelated with the R and D 
mainly 


their con- 


the advanced countries 
and make 
might be, to the 


systems of! 
research 
tribution, however small it 
generation of the scientific knowledge that con- 
stitutes the basis of modern technology. On the 
other hand, the body of empirical knowledge of 
the traditional sector has practically no connec 
tion with the R and D systems of the modern 
It is not considered 


through basi 


parts of society in general 
an object of scientific enquiry 

By comparing how both parts of the world 
generate technology, it is easy to understand 
why the developing countries have not been 
able to solve in those fields where the 
political will does exist the pressing 
problems of their societies. In the developing 
countries the R and D systems have evolved 
with the modern sector of the economy, and 
are closely connected to the R and D systems 
of the advanced countries. Their paradigmati« 
determinants are very similar to those of the 
developed societies, and this similarity is 
tinuously enhanced by the just de 
scribed 

In the traditional sector, on the other hand, 
the problem area is different from that of the 


even 
most 


con 


process 
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modern sector, and consequently the assump- 
tions of the R and D system cannot be applied 
to the solution of its problem. It is an essentially 
non-explored area and there is no set of para- 
digms which could form the basic framework to 
direct the efforts of the R and D systems. With- 
out that frame of reference, hunger or illiteracy, 
for instance, are not problems from a scientific 
point of view; they are only facts. They become 
scientific or technological problems only when 
their social, economic and psychosocial para 
meters and variables are unambiguously defined 
The consequence, which is widely known, is 
that the traditional exerts very little 
explicit demand on the R and D system of the 
underdeveloped countries 

This statement does not contradict the fact 
that the R and D system performs some re- 
search on the problems of the traditional sector 
that results in the introduction of a few modern 
technologies. The important point, however, is 
that in most cases the research is made on the 
implicit assumption that the criteria applied to 
the modern valid for the tra- 
ditional results in a 


sector 


sector are also 


sector. This necessarily 


piecemeal approach that induces the introduc- 
tion 
taking into account the overall social effects 


of some ‘modern’ technologies, without 


(b) The stages of the methodology) 


It is clear from the above that the main 
problem of the R and D system of developing 
countries is the lack of an endogenously gener- 
ated set of assumptions or paradigms that can 
serve as the basic framework to develop tech- 
appropriate to their own and 
aspirations. It is also obvious that those coun- 
tries cannot build such a framework through 
the same long process that acted in the past in 
the now industrialized societies 

In recent years, and in relation to that 
problem, there has appeared an abundant litera- 
ture on ‘recipes’ for the type of technologies 
the developing countries should generate. It is 
universally said to give just one example 
that those technologies should be labour-inten- 
sive. It is true that in a country with structural 
underemployment the overa!l technological 
development should increase employment, but 
this does not mean that all technologies should 
be labour-intensive 

In our view, the specific type of technology 
a country or a region should adopt cannot be 
determined by a priori prescriptions; it should 
emerge from the very process of generating it 
Consequently, the only solution for the devel- 


nologies needs 


TECHNOLOGIES IN RURAI 


AREAS 


oping countries is to devise a methodology of 
research that, while generating the required 
technologies, contributes at the same time to 
building up the systems of assumption which 
we have referred to previously 

In what follows we present a general outline 
of a methodology to generate appropriate tech- 
nologies for rural areas. The reasons why we 
have selected the rural areas are the following 


(a) For the majority of developing countries 
the most pressing problems are in the rural 
areas. Besides, as they have more ‘techno- 
logical specificity’ than the urban areas they 
exert, at least in principle, more potential 
demand on appropriate technologies 

(b) Mainly by improving the condition of 
the rural areas, and by creating in them the 
roots of a new style of development, it will 
be possible to close finally the gap between 
the so-called ‘modern’ and ‘traditional’ sec- 
tors by the building up of a new integrated 
society 

(c) The basic principles involved in the gen- 
eration of technologies for rural areas are 
also valid for the whole society, although the 
mechanisms for their implementation could 
be somewhat different 


Iwo of the essential elements of the proposed 
methodology are the utilization of local knowl- 
edge, and the participation of the local people 
in the whole Therefore, before de- 
scribing the various phases of the methodology, 


process 
we will refer to those two points 


(i) Local knowledge 

We prefer to use the term ‘local’ instead of 
‘traditional’ because the knowledge of any social 
group is mix of traditional 
knowledge in the sense basically of old, of 
unknown origin, and ‘modern’ knowledge, in a 
chronological sense stemming from the need 
to adapt continuously to changing ecological 
and socio-economic conditions. !® 

For many scientists the use of local knowl- 


composed of a 


edge appears as a novelty of very doubtful use- 
fulness. They forget that in the most advanced 
countries of the western world, besides science 
based technology, a lot of ‘traditional’ tech- 
nology is being used. In almost every field of 
economic activity building (the brick was in 
use in the ancient cities of the Indus 
Valley), carpentry, metallurgy, textile industry, 
ceramics, liquors, cooking etc 
based on traditional empirical knowledge coexist 
with the most sophisticated science-based tech- 
nologies. We must remember that common 
people have had to solve their problems in their 


most 


technologies 
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al solutions 


characteristics 


ly be tran 


richer 
parts o vorid oreove is an important 
rbyec hat the technologies should be pro 
luce mu as possible, by the local people 
with lox resources. The participation of the 
local populat in the process of creation of 


the tech PIES ill contribute to generating 


yniy based on an rh I the skills required for their use and production 


admission that people have tl f Howeve nd despite the growing literature 
to participate in their own developmen yn the sul t, there still a great resistance to 
also, and mainly, on pragmatic a yperationa the participation of the peasants in development 
considerations. It has been shown m ind plans. and he generation of technology. The 
again that many development plans in eve i iain re ns given for the hesitation to fully 
have failed because the pinion I the fj ccey peasant participation are that peasants 
invoived was not taken sufficiently into acx I € mservatives and tend to reject anything 


’ tr 


Ivanced countri nd in the moder f id that they are ignorant and cannot 


r of developing ! es, peop { 1 modern knowledge and approaches 


the reasons for the rejection of 

logies by the rural people have 

participation is implemented through a complex ( eriously studied, it has been found that 
indirect mechanism that normally ensures the normally this attitude is based on solid rational 


acceptability of new technologies even before ground. In most cases the resistance to adopting 
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new technologies is based on the fact ‘that the 
adoption of technological innovations cannot 
be taken in isolation from other factors such as 
cultural 


provides 


and 
subject 


tenure, social 


The 


examples of 


land 
values 


organization 
the 


where 


literature on 
many ‘rational”’ 


innovations 


cases 
rejected by farmers 
combination, of these 
any “ir 
““traditional- 
find 


have been 


because of one, or a 
and not 
rational behaviour” or an abstract 


authors 


various factors, because of 


ism’ which some 


purport to 
among peasants 
As for the 
point is not how cultivated they are from the 
point of 
much they know about the specific productive 
activities in which they are On this 
matter it is obvious that they have a clear ad- 
urban workers. The latter 
participate normally in a very small segment of 
the process of production, and have very little 
idea of the implications of even their own work 
The farmers, on the contrary, have to know the 
whole cycle of production and are, for the most 
part, entrepreneurs and labour simultaneously 


‘ignorance’ of the peasants, the 


view of general education, but how 


involved 


vantage over most 


(ili) The methodology 


In what follows we will describe briefly 


Stages of the 
the 
main stages of the proposed methodology. It 
is obvious that these steps do not constitute a 
they will greatly overlap in 

to build up a set of com 


Strict sequence, as 
The main task 
prehensive, valid assumptions or paradigms 
constitutes a dialectic process. A few initial 
assumptions form the framework for the 
definition of technologies, but the experience 
in their building and application will revert to 
the assumptions to modify, enlarge or complete 
them 

rhe steps of 
Stage | 

The 
of the selected 
order to understand the dynamic social elements 
in which a technological problem is always im- 
mersed. The approach of the study is based on 
the principle that ‘the technological problems 
that can be identified as obstacles to the devel- 


time 


will 


the methodology are as follows 


general socio-economic characteristics 


region should be evaluated, in 


opment of backward rural sectors of poor coun- 
only be understood in their true 
taking as a starting point the 


tries, can 
dimensions, )) 
socio-economic processes and conflicts in which 
each social group is involved; that is, by recog- 
nizing that such problems are but one of the 
As 1s 


cases the solution of a 


aspects of a “problem situation” 
well known, in many 
technological problem depends more on issues 


of political, social and economic power, than 


TECHNOLOGIES IN RURAI 


AREAS 


rhe 
led 


to solve the 


research failure ti 


has 


on scientilic 


nize this fact many  well-me 
institutions 
the 
solution that does not fit the conditions of 
situation’. One of the 


these mistakes is that the involved organizations 


scientific 


technological 


lem, in sense of devising a 


the 


reasons [or 


‘problem 
tend to forget that the problem situation cannot 
identified the 
local people, as the power prob 


} 


rie 


be adequately without 
pation of the 


normally ‘ignored’ in the higher ec 


partici 


lems are 
lons of decision-making. Through direct contact 
with the 
lems of 
munity 
institution working in the ‘conventional’ w 

The final should be th 
selection of the technological problems on whicl 


Figure 2) 


peasants it is possible to identify prob 


power even inside the peasant con 


that cannot be perceived by a research 


result of this stage 
research should be concentrated (see 

The first step of the identify 
the poor sector of the population. As is 
known, in many projects intended for improving 
the lot of the poorer sectors of the community 


process 1S to 


well 


the final results was just the opposite: due to 
the lack of socio-economic 
and local participation, the 
benefited the richer sector of the peasants 

Through the interaction with the 
the problems of the community will be identi 
fied. It remember that in any 
community there is a whole hierarchy of prot 
situations. The what can | 
‘The Problem 
consequence ol the 
community global 
political system at the national 


cases the type of problems posed at this level 


Studies 


adequate 


mostly 


projects 
14 


peasants 
is important to 
first one 1s 


Situation’: it 
type ol! insertion of 


lem 
arises aS a 
the 


( alled 


socio-economic and 


level. In 


in a 


most 


cannot be solved by technological means 
kind of problem 
structure 


Typical examples of this 
are those related to the of land prop 
erty 


land reform 


that can only be solved through a radical 
or the price changes of exportable 
products determined by 

At a lower level in the hierarchy problems 
appear that, the 
problem situation, vary 
control by the 
context 

The problems identified are broadly divided 
into two without an R and D 
component, and those with an R and D com 
rhe first not the concern of 
the R and D systems, and consequently are left 
out of the picture 

An example of 
which is frequent in 
for 
ate technologies do n substantially improve 


international trade 


although related to overall 
widely their degree of 


socio-economic and political 


classes: those 


ponent ones are 


the first kind of 
the rural areas of 
more appropri 


problem 
Mexico 


instance is the case where 
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Resear 





r 


not viable 


molementa 


Figure 2 


the peasant’s condition, because the middlemen 
and money lenders take all of the added 
protits 
Ihe problems with an R and D component 
livided two categories: those in which 
not presently viable 
Owing to socio-<conomic or political constraints; 
and those for which a technical 
viable 

In the 


Possl ble 


or most 


are Int< 


the technical solution is 


solution is 
first three alternatives are 


(a) to leave the problem aside until a 
change in the socio<conomic conditions allows 


category 


them to tackle the technological component; 
(b) to find a technological alternative to bypass 
the constraints; (c) to use the 
solution of the technological problem to over- 
come the constraints. An 
example MAYA report on the 


socio economic 


socio-economic 


based on the 


Yucatan 
the three 


15 


Mexico, 
alternatives 


region of the 
1 to illustrate 
which we are referring to 

The henequen is cultivated to use its fibre, 
which is extracted by mechanical means. As a 
by-product of the process a large amount of 
bagasse (solid waste) is obtained. The bagasse 
can be spread in a layer of a thickness of about 
35cm, and used as high fertility artificial soil 
grow However, a great deal of 
research is still needed to control pests and plant 


Henequen 


can be use 


to vegetables 
diseases, as there is not enough experience with 
the behaviour of this artificial soil in relation to 
those factors. The peasants, however, do not 
want to support the research because, owing to 
the fact that the vegetable market is monopol- 
ized in the region, they have problems in selling 
their small present production; they feel they 
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will be unable to market an output several times 
larger, despite the fact that there is still a sizable 


unsatisfied regional demand. 
In this case the three alternatives mentioned 
can be exemplified as follows 


(a) To wait until the market conditions 
change. This is the alternative adopted by 
the peasants at present 

(b) A technological alternative to bypass the 
market constraint, could be to carry out re- 
search to identify some other crop which is 
both suitable for the artificial soil and which 
has an open market 

(c) To solve the technological problem in 
the expectation that increased production 
will oblige the local authorities to reconsider 
the situation of the market, or destroy the 
monopoly by the intervention of other econ- 
omic interests. This option obviously involves 
a calculated risk 


Among the problems with a viable techno- 
logical solution, some or all will be selected by 
the peasants and researchers for immediate 
action. The selection will be based on the 
peasant’s priorities and on the possibilities of 
the R and D system 

The next stage will be 
plementation of the solutions 

The central point in relation to the socio- 
economic study is that if there has been effec- 
tive interaction with the peasants, the results 
obtained through the just described 
should be essentially coincident with the inter- 
analysis. On 


research and im- 


process 
pretation of the socio-economic 
the other hand, the preliminary results of the 
socio-economic analysis play an important 
role in helping the scientists to understand 
the problems of the community, to identify 
the poor sector, and to appreciate the 
importance of the technological factors 
involved in the problems. At the same time 
the information gathered in the continuous 
interaction with the peasants serves to correct 
and enrich the socio-economic study 

As an illustrative example of the application 
of the first and main stage of the methodology, 
we will briefly describe the procedure followed 
by the Ethiopian team in the project sponsored 
jointly by the United Nations University and 
the International Development Research Centre, 
Canada. '® 

The first 
identify the peasant organizations 
informal that best represent the interests of 
the community. In the case of Ethiopia this 
was easy as after the 1974 revolution the rural 
population is organized in peasant associations, 


task of the project teams was to 
formal or 
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with democratically elected authorities, which 
have a high degree of autonomy in all matters 
concerning the and welfare of the 
population. To structure the contact 
peasants and scientists, a committee in charge 
of the project was established composed of five 
of the R and D 
project, and five members of 
including its 


activities 
between 


representatives 
involved in the 
the peasant 
leader 

rhe identification of problems was carried 
out as follows: after a first discussion between 
the project leader and the chairman of the 
peasant association and other elected colleagues 
a subcommittee of the peasant 
composed of nine peasant leaders was established 
to continue the discussions 
dialogue between them and the project leader 
were then define the problems con- 
straining development as the peasants saw them 
in terms that understood. In other 
words, the problems were documented as com- 
prehended by the scientists in their definition 
by the peasants 

Using the conception of 
problems that constrain development modified 
to accommodate what known of the 
peasants’ conception of the problems, a ques- 
tionnaire was prepared and distributed to all 
household The categories of important 
problems that were identified through the ques- 
tionnaire and the dialogue were essentially the 


organization 


association, local 


association 
Several sessions of 
used to 


scientists 


scientists’ rural 


was 


heads 


Same 

The identification of traditional 
was accomplished through dialogue, as it 
considered that a question of such a generalized 
nature is difficult to handle in a questionnaire 

rhe problems constraining rural development 
and their traditional solutions, as seen by the 
nine peasants of the subcommittee and as re- 
corded by the project 
informally with farmers and scientists 
they discussed and assessed and their 
technological alternatives reviewed over an 
intensive 2-day meeting in which the partici- 
pants were 18 farmers, one administrator from 
the district administration of the project area, 
and 29 scientists from the various R and D 
institutions of the country 

rhe final result was the identification of 18 
major problems with their traditional sol- 
utions and technological alternatives which 
included soil and fertility, swamps, 
forestry, animal pests, insect crop pests, weeds, 
plant and animal diseases, drinking water etc 
For some problems it was found that the tra- 
ditional technologies were adequate or only 
upgrading by applying the re 


solutions 
was 


discussed 
Finally 


leader, were 


were 


erosion 


needed some 
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modern science, and in others it was 


that new technologies were re- 
interesting example of the first case is 
The traditional 


vegetation on the 


m steep slopes 


planting 


tions inciude 


hillsides as well as terracing the land and dam- 


ming the gullies. Technologically these tra- 


| solutions are sound and there is no need 
The causes for the 


wide use of these solutions lay in the 


alternative technologies 
f the 
yf peasant organization, and the strength- 
the farmers associations should soon 
the problem. An example of the second 
Addis Ababa depends 


tor home 


> comes trom torestry 


tus globulus tor its energy 


for this reason, landowners during 
period planted much of 
that The 


globulus makes it im- 


revolutionary 


yf the region with tree 


crops in its vicinity, and even 
greatly impoverished Veg 


robi 


logical studies have 

his claim. As / 

on in Ethiopia there are no traditional 

and therefore the solution has to « 
R and D system 


the procedure for the identification 


giodDuius 1s a new 


me 


gical problems that we have just 


uld be seen as a continuous process 


between and 


me interaction 


peasants 
ymntinue during the next stage of 


the final techno 


scientists will cx 
and impiementation ol 

logical solutions 
Stage 2 

This part of the 
f the functions that the required 
xpected to fulfil 
Ihe first step is one required in any scien 
to ask the very 


work is concerned with the 
letermination « 
technology is ¢ 


tific research into a new area 
basic questions referring to the specific techno 
What is the 
need or needs must it 
really benefit from the 
These are only a few of the many 
want to 
necessary to start by 
any preconception 


about the nature of the multiple 


selected 
What 
will 


logical field purpose of 
the technology 
satisfy? Wh 

solution? 
what we 


questions to be answered 


emphasize is that it is 
rejecting 


Or prejudice 


as far as possible 


needs (social, economic, psychosocial) it has to 
Satisly 

obvious that this kind of question 

when a technology 

real point is that in the custom- 


R and D systems the answers 


It seems 
is always is being 
developed 
ary work of the 
seem to be generally obvious, for reasons already 
examined: the scientist is working with prob 


lems that belong to his own economic, social 


and cultural background so he has the tendency 
to apply the same criteria to a completely dif- 
ferent environment. He frequently 
that he has to satisfy the same needs 


assumes 
but ona 
lower level, due to limitations posed by the local 
economic conditions 

4 typical example of the mistakes to which 
this approach can lead is posed by the housing 
tend to that, 
given the precarious situation of the peasants 
they will be content with any house that offers 
them a reasonable degree of climatic protection, 
and a minimum of modern sanitary conditions 
The that in 
pointment of the 


problem. Technologists believe 


result many cases, to the disap- 
well-meaning technologists, 
the peasants prefer to live in their own 
dwellings rather than in the supposedly better 
The is that a 
climatic Sanitary 
other fulfil 


cultural and psychosocial 


poor 


new cause house, besides 


giving and protection, has 


several roles to social, economic, 

An interesting illustration of the above was 
given to the author about 4 yr ago by a group 
Indian Institute of Science 
A government-sponsored housing 
project built a village in the area 
peasants living in nearby very poor 


of scientists of the 
in Bangalore 
development 
to resettle 
dwellings. However, the peasants were unwilling 
to inhabit the new settlement, despite its evident 
from the point of view of climatic 


ver their 


superiority 
protection 
traditional 

A caretul 
the seemingly 
tude of the 
sound socio-economic grounds, as can be demon 


strated by the two following findings 


Sanitary conditions etc 
houses 

study of the situation showed that 
atti- 


based on 


irrational or ‘conservative 


peasants was actually 


(a) The 
rows, t 


new houses were built in parallel 
facilitate circulation, and wiring in 
network were to 
id village the houses 
around spaces 
of the social activity of 
this way the villagers, 


case the electrical public 
In the 


clusters, 


reach the village 
are built in 
which are the locu 
the community. In 
especially women, can talk and 
interchange with their neighbours, taking 
care at the same time of their domestic duties 
rhe spatial distribution of the houses 
disrupted the whole social life of the com- 
munity 

(b) In the layout of the new village the ani 
mals used for labour mostly oxen 
kept relatively far from the houses, on the 
assumption that people prefer not to have 
those beasts in their backyards. However, for 
a peasant Indian family those animals are 
among their most precious possessions, and 


open 


have social 


new 


were 
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under their 
IS Casy 
based 


so they want to have them 
continuous care and surveillance. It 
to see that a previous careful analysis 
on the identification of the ‘problem situ- 


ation’ of the functions that the new tech- 


nology had to fulfil, would have avoided an 


expensive failure 


Stage 3 

This stage consists of the analysis of the sol- 
utions that the local community has traditionally 
used. A point that should be kept in mind is 
that this analysis does not imply that local tech- 
nologies or ideas necessarily have to be incor- 
porated into one being developed. In 
instances, it will be found that no idea worth 
being used is embodied in the traditional tech- 


some 


nologies 

An interesting example of a valuable idea 
contained in a traditional technology is given 
by the preservation of meat, a difficult prob- 
lem for countries with poor transportation, 
particularly in the tropical regions. In many 
rural areas of Latin America people expose 
meat to solar heat under certain conditions 
that they know through long experience. The 
resulting product can be stored for long periods 
rhe central idea of this technology is the utiliz- 
ation of solar radiation, a cheap and always 
available energy. This idea, coupled 
with modern improve the 
from the biological, sanitary, nutritional and 
economic points of view, could help to solve 
one of the important problems of the rural 
areas 
Stage 4 

A general survey of the natural resources of 
the area should be carried out 

The most important concept 
in this stage is that there is not such a thing as a 
‘natural resource’; ‘resource’ is an economic 
term, and n«ture does not produce economic 
things. It produces only physical entities that, 
with the application of knowledge, and in cer- 
tain economic conditions, can be used for the 
benefit of society 

This elementary concept is frequently for- 
gotten in developing countries, and there is a 
tendency to consider as natural resources those 
regarded as such by the industrialized countries 


source ol 


science to process 


to adhere to 


TECHNOLOGIES IN RURAI 


AREAS 


So the research must include not only the prod 
ucts of nature that have been already 
resources, but also those that can have a poten- 
tial application for the problem being 
studied 
Stage 5 

With the information gathered in the previous 
steps, a set of assumptions or paradigms will be 
derived which will be the frame of reference for 
the final step to developing the required tech 
nology. The set of which 
contain scientific, technological, environmental 
economic, psychosocial and anthropo- 
logical information will define a ‘techno- 
logical space’ which is basically the set of 
requirements and constraints that the tech- 
nology has to satisfy 

In finally building the technology 
ible solutions that fit the technological space 
should be considered. As is well known, from a 
certain body of scientific knowledge many 
technological solutions to a given problem can 
be devised. The existence of an adequate frame 
of reference allows the exploration of a multi- 
plicity of possible paths, and the selection of 
the one best suited to the particular situation 
Another result of this procedure is to give 
coherence to technologies pertaining to different 
fields of activity 

It is obvious that once the set of paradigms 
has been built, in some cases the required tech- 
nology will already exist, and there may simply 
be a question of adaptation and introduction 
into the area. In other cases, it may be a prob- 
lem of combining existing technological ele- 
ments in a different way. Finally, in other cases 
it will be necessary to devise an entirely new 
technology. In most instances, however, it will 
probably be a problem of combining some of 
these alternatives 

It should be emphasized, finally, that in 
this methodology endogenous generation of 
technology refers to the process through which 
the characteristics that the technology should 
have are determined. The endogenous is the 
process of definition and not necessarily the 
technology itself, which can be imported, pro- 
vided it is appropriate. In this way the transfer 
of technology becomes an integral part of the 
process of generation of technology 


used as 


area 


assumptions will 


social 


all poss- 
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Education, Employment and Inequality in LDCs 
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Summary 


This paper presents a review of empirical links between education, employment 


and inequality in developing countries. In particular it discusses the issue of relative validity and 
the normative aspect of inequality indices, and breaks down the inequality theme into before-, 


during- and after-schooling components 
in this area 


INTRODUCTION 


Ihe theme of social inequalities is a recurrent 
one in the literature of social sciences. Its boom 
usually coincides with periods of economic re- 
cession. Thus the economic growth decade of 
the 1960s was followed by the inequaltiy con- 
cern of the 1970s.! As it usually happens, this 
theme was first developed in advanced countries 
and then quickly adopted by developing coun- 
tries 

[his paper reviews some of the key 
centring around inequalities in education and 
employment in developing countries and sug- 
areas that in my opinion should 
receive research priority. In doing so, I first 
point at the normative aspect of the inequality 
debate, explain the strengths or weaknesses of 


issues 


gests some 


alternative measures of inequality and use sev- 
eral numerical examples (from LDCs as well as 
DCs) to illustrate the case 


THE NORMATIVE ASPECT OI! 
INEQUALITY DEBATI 


rHI 


Before embarking on a discussion of in- 
equalities of any kind the reader should be well 
aware of the normative character of the debate 
what looks ‘unequal’ to one person might look 
‘more equal’ to another person. For example, 
consider the first row in Table | that shows the 
value of the Gini coefficient for urban India in 
1968, being equal to 0.46. How unequally (or, 
perhaps, equally) are incomes distributed in 
India? 

Obviously one cannot answer this question 
from the value of the Gini coefficient. What 


This paper also contains an agenda for future research 


one must consider in addition to the Gini coef- 
ficient, is how heavily equality weighs among 
one’s values; or, to put it technically, with what 
weight equality enters into one’s welfare func- 
tion.2 The less one values equality, the 
equal the distribution of income will look to 
his eyes, regardless of the exact value of the 
Gini coefficient. To put it in other words, there 
is no absolute standard of the degree of econ- 
omic (or any other) inequality in our society 
The degree ol inequality or equality depends 
upon our values 

To reverse the same argument, the prolifer- 
ation of the literature on inequalities of differ- 
ent kinds in recent years means that even ‘small’ 
values of the Gini coefficient would appear to 
represent ‘very unequal’ distributions to some 
observers or that the world 
shifted its concern 
are distributed 


more 


community has 


towards the way incomes 


THE RELATIVE VALIDITY OF 
INEQUALITY MEASURES 


Although there exists no absolute standard 
of inequality, the different indices that are 
available in this respect (like the Gini coef- 
ficient considered earlier) have a bench mark 
value for interregional, international or simply 
overtime 
ures in 


comparisons 
Table | 
has worsened between 1955 and 1968 in urban 


For example, the fig- 
show that income distribution 


* 

An early version of this paper was presented at the 
IIEP Inter-Agency seminar on Inequalities in Edu- 
cational Development 
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Table 1. Gini income inequality measures in India 
Iran, the USA and the UK 


Sample Gini 


Country coverage coefficient 


Year 


0.46 
0.42 
0.48 
0.50 
0.40 
0.34 


1968 
1955 
1968 
1968 
1966 
1968 


India Urban 
Urban 
Rural 
Urban 
National 


National 


Iran 
USA 
UK 
Jain (1975 §2, 54, 56, 115, 116 


Source pp 


India and that urban are distributed 
more equally than rural incomes 

Similarly, Indian officials may compare their 
country’s position to that of Iran and be happy 
(or, depending on their possibly 
happy’) that India is less unequal relative to 
Iran and regret (?) the fact that India is more 
unequal relative to the USA and the UK 


ve validity of 


incomes 


values un- 


But even if we accept the re/ati 
Gini coefficient differences over time or between 
regions,” what significance shall we attach to 
Does the 
1955 and 


extra in- 


differences such as 0.04 Gini points? 
soints difference between 
in India represent ‘a lot’ of 
equality or just ‘a little bit’? Clearly 

us back to the normative aspect of 
something that must be 


0.04 Gini fj 
1966 
such ques- 
ti lead 
inequality com] 


borne 


ns 
arisons 
in mind when considering 
something that is 


continuously 


the relevant indices and, alas 


often forgotten 


SO 


4 PROPERTIES OF COMMON (AND 


ALITY INDICES 


SOMI 
LESS COMMON) INEQt 


Let 
the fact that the degree of inequality depends 


me use a simple example to demonstrate 
upon the choice of the inequality measure and 
that all inequality indices embody (implicitly or 
explicitly) value what 
stitutes a more equitable or less equitable situ- 


judgements about con- 


Consider a society of three persons with 
of $50, $100 and $1000 


ation 


income levels respect- 


Table 2 


4 comparison of alte 


‘ 
ol 


Distribution Income 
before and 
after policy 


Original 1000 
D1 1000 
D2 980 


Source: Simulation example (see text) 


ively. In Table 2 I have labelled this the ‘original’ 
distribution. What of interest how this 
state of income distribution will change after a 


particular policy that amounts to income trans- 
4 


1S 1S 


fers from a richer person to a poorer person 
Iwo possible policies are considered in this 
respect and the equality effects of each policy 
compared to the original distribution by 
means of four alternative indices. Both policies 
amount to a $20 transfer from a richer 
poorer person. Policy D1! amounts to a transfer 
from the person who is in the middle of the dis- 
tribution to the person at the bottom, whereas 
policy D2 amounts to a transfer from the richest 
person in this ‘society’ to the one in the middle 
rhe common statistical of 
comparing the degree of dispersion of the two 
distributions relative to the original one is the 
of (or the standard 
or the coefficient of variation, all of 


are 


to a 


most measure 


variance absolute incomes 
deviation 
which give similar ranking orders relative to the 
point | make here). The result is that 
policy D2 is more equitable than policy D1 in 
the sense that the latter gives a lower variance 
than D2. (See Table 2.) The number of asterisks 
shows visually the relative strength of each pol- 
icy in reducing inequality according to a par 
ticular index. However, if we adopt the variance 
of the logarithm of earnings as an alternative 
inequality the above statement 
by the relative number 
D2 is more equitable than 


wish to 


measure, 
reversed. As 
of asterisks 
policy D1 
Let to add that there exists no 
objective answer to the question: What index is 
better? The answer depends upon one’s values 
and these values have already been implicitly 
incorporated in the two inequality measures 


1S 
shown 
policy 


me hasten 


4 third common measure of inequality is 
the coefficient. Application of it to our 
hypothetical distributions gives a third kind of 
namely that both policies are equally ef- 
fective in reducing inequality: yet distribution 
D1 is clearly very different from distribution 
D2. This is the classic insensitivity 
ated with the Gini coefficient 
between the diagonal and the Lorenz curve can 


Gini 


result 


Case assocti- 


namely the area 


rnative inequality measures 


Variance 


Gini Atkinson 


Absolute coefficient 


50 


39* 


190.556 5 
190.156" 
178,822** 
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remain the same in spite of the fact that income 
distribution has changed (see Atkinson, 1970) 
The implicit value judgements associated 
with the common inequality and the 
insensitivity of the Gini coefficient have been 
removed by the Atkinson 
its deri- 


indices 


recent 
inequality measure.’ The formula for 
vation (the explanation of which is beyond the 
scope of this paper) contains an explicit para- 
meter (€) for the value one puts on equity (or 
inequality aversion). The higher the value of ¢€ 
the more unequal any given distribution will be 
judged. What is perhaps more important, is that 
the algebraic specification of the underlying 
welfare function is such, that transfers at the 
lower end of the distribution count 
heavily than transfers on the top. Thus, assuming 
(arbitrarily) a weight of € 2 in our numerical 
example, we get the same result (see Table 2) 
about the two alternative policies as in the case 
of the Varlog inequality measure: namely policy 
D1 gives a more equal distribution relative to 
policy D2 


somehow 


more 


I conclude this section by advocating greater 
use of either the Varlog and the Atkinson in- 
equality measures, relative to the absolute vari- 
ance and the Gini coefficient 


TRADE-OFF BETWEEN EQUALITY 
AND EFFICIENCY 


rHE 


Another issue that is seldom (if ever) made 
explicit in inequality discussions, is the possible 
trade-off between equality and efficiency. It is 
unlikely that a particular policy geared mainly 
towards the reduction of inequality of any kind 
would be neutral regarding its efficiency effects 
For example, it is often thought that the reduc- 
tion of inequality will be accompanied by a loss 
of efficiency (i.e. sharing the pie between too 
many recipients reduces the size of the pie as 
well). This is not always true, however, and the 
first point made here is that one should try to 
assess empirically the algebraic sign of the trade 
off. The second point is that if a negative trade- 
off exists, one must specify the relative weights 
he puts on efficiency and equity. For example, 
if a high weight is put on equity, then an ef- 
ficiency loss following a particular policy might 
be offset by the inequality reduction 

Therefore, the issue of efficiency trade-offs 
can be broken down into two subissues 


(a) A positive issue, namely, is there a trade- 
off in the first place and what is its direction 
and magnitude? 

(b) A normative issue, namely, what is one’s 
value judgement on how much efficiency is 
worth relative to what equity is worth? 


AND INEQUALITY IN LDCs 


To put it moré technically, one is faced here 
with: (a) an empirical question on how ef 
ficiency (e.g. per capita income, Y) will be af 
fected by a that reduces an in 
equality measure the Gini coefficient in 
the following formula that 
judgement 


given policy 
(Say 
represents social 


welfare), and (b) a value namely 
what weights (W, and W,) to attach to the two 


arguments of the social welfare function (W)? 


Normative weights 
w ™ 


w=Yi(i- Gini coef ficient) 


” 


/ 
( Segiet ) = \E f ficiency, equit y) 


Admittedly, the adoption of social welfare 
weights is a very difficult task if not completely 
arbitrary. But how often are we told about the 
possible efficiency effects of a particular policy 
geared towards equality? 

I would like to cite in this respect a recent 
study by Adelman and Robinson (1978) in 
which they simulate the effect of alternative 
policies on a large number of variables of the 
Korean economy. Table 3 presents a sample of 
their findings, i.e. a comparison of the efficiency 
and equity effects of a tax policy and an edu- 
cational policy. Although the size of the effects 
of either policy is by no means dramatic (and I 
commit myself to a value judgement at this 
point) the signs of the direction of those changes 
constitute a textbook demonstration of trade- 
offs in the equity —efficiency quandary. That is 
both policies reduce the corresponding inequa 
lity measures. But it is only the educational 
policy that has a beneficial efficiency effect (in 
the sense of increasing per capita income) 


6. THE COMPONENTS OF INEQUALITY 
IN EDUCATION AND WORK 


The area of inequalities in education and 
work is vast and therefore I have tried to set up 
a taxonomic device that will hopefully enable 
to easily trace the 
components 


one variety of inequality 
lable 4 specifies four time periods 


within which such inequalities can be observed 


(a) Before schooling starts. Inequalities in 
this case take the form of group disparities 
or opportunity of access to different levels 
of education. The foremost exogenous vari 
ables considered here are the child’s genetic 
ability, his family background, regional origin 
and sex. Family background can in turn be 
measured by family income or the hierarchy 
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distribution effects of two alternative policies 
Change in 
per capita Change in the 
income value of the 
(>) Gini coetficient 


l 
Double direct tax rates 
yn households and half 


indirect tax rates : 0.003 


+ 


Upgrade the skill composition 


> - 
of the labour force - 0.006 


Source: Adelman and Robinson (1978). Policies refer to comparative statics 
4.1 and D.S in the above source 

This policy represents an increase in the supply of engineers, technicians 
skilled workers and white-collar workers by 10% each and a corresponding 
reduction of the number of unskilled workers 


»f inequality components in the area of education and work 


Research labels Main variables considered 


Group disparities Genetic ability 
Differential access Family background 
Equality of opportunity Regional oriein 

sex 


During schooling Educational production functions School achievement 
Wastage Promotion 
Repetition 
Grades 
Terminal educational attainment 
Income distribution Labour earnings 
Earnings functions Goodness of an occupation 
Success in life Employment opportunities 


Path analysis All factors listed above in time sequence 
Recursive models 


(or goodness, or prestige rating to > previously specified ultimate exo- 

ability) of the occupation of the father. Evi genous variables (like sex and family back- 

dently, these measures correlate highly with ground) 

the urban—rural origin of the child The analytical tool par excellence for ana- 
The usual analytical ‘tool’ for researching lysing inequalities in this area is the ‘edu- 

the area of inequalities before schooling is cational production function’, a term much 

percentage distribution comparisons, e.g loved by economists (because it links to their 

what part of the population has a father who home literature) but hated by educationalists 

is a farmer against what part of the popu (as they claim education ‘produces’ much 

lation gets access to a particular school more than what usually appears on the left- 

(b) During schooling. Inequalities in this case hand side of such functions) 

take the form of unequal performance ol (c) After schooling. Inequalities here take 

children within schools, like differences in the form of adult 

verbal and mathematical achievement or the (i) income disparities 

eventual level of educational attainment (ii) employment opportunities, or 

they reach. Wastage and repetition are also (iii) ‘success in life’ 

treated here and these ‘dependent’ variables Income disparities have been extensively 

are related not only to school-specific vari dealt with by economists in the last 10 yr 

ables (like teachers and equipment) but also or so, mainly under the research headings of 
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nequality 


AND INEQUALITY IN LDCs 


Thin SsCNoo 


Genetic 


- Li 
Ce | 





Group disparitie: 


functions 


| 


Educational production 


‘ 


Occupation 


\ Earnings 
\ 
— 


Earnings functions 


| 


Figure 1. Path analysis as a linkage of the three inequality components 


‘earnings functions’, or discrimination. Em- 
ployment opportunities and job conditions 
have received increased attention only during 
the last Syr and are under the 
headings of ‘dual labour markets’ or ‘youth 
unemployment’. ‘Success in life’ has been a 
parallel activity by sociologists that has been 


analysed 


going on for many years. Their essential con- 
cern has been the same as that of economists, 
although their main dependent variable was 
the prestige rating of an occupation instead 
of just the monetary earnings 
with it 

In however, the of 
sociologists is analytically very to 
that of economists and both teams proceed 
to analyse the same social phenomenon (in 
this adult disparities) in a true inter- 
disciplinary way 
(d) Lifetime. Under this heading come ana- 
lyses that attempt to treat all disparities 
listed above in a simultaneous way and thus 
avoid obvious overlaps, or gain new insights 
(if not obtain correct and unbiased 
statistical measures). The analytical tool 
par excellence in this respect is ‘path analysis’, 
something imported mainly from sociology, 
although economists have been using it for 
many years under the label of ‘recursive 
models’. The form of path analysis, however, 
and the measurement of variables in a stan- 
dardized way (i.e. as deviations from the 
mean divided by the standard deviation) are 
more intuitive and make easier the interpret- 
ation of the results 


associated 


work 
similar 


recent years 


case 


more 


Figure 1 recapitulates in a path diagram 


form the different components of inequality we 
shall trace in the rest of this paper. In each of 
the four sections that follow we shall give a few 
key of the 
state 


results and an evaluation research 


(a) Inequalities before schooling 

With the only possible exception of monozy- 
gotic twins, people are born unequal: they dif 
fer in weight, colour, sex, family background 
and genes. The question we are interested in is 
whether through some kind of policy one could 
reduce the unequal chances they have towards 
later in life. (It should be noted that 
, this is a big value judgement, as what I| consider 
*to be ‘success’ might not in fact 
other people.) This could be done via compen 
satory policies towards poor family background 
ability. What the in this 


"success 


be shared by 


or genetic are facts 
respect? 

It is my contention that inequalities in edu- 
cation start from differential to the 
nursery school. For it is believed that the sooner 
the child is partly removed from an 
family background, the better are his chances 
of catching up with children from more pros- 
perous backgrounds 

I am not 
sery school by family background or region in 
LDCs where the young age population is ex- 
pected to grow at three times the rate of the 
corresponding population in DCs (UNESCO, 
1976, Table 1.2). 

In view of the existent pressure towards 
allocation of educational funds to the higher 


access 


adverse 


aware of studies of access to nur- 
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Table 5. Selected inequalities in Brazil 


Enrolment ratio 
in basi 


Population characteristic education 


Males Non-farm 
Farm 
Low SES, non-farm 
Low SES, farm 


Females Non-farm 
Farn 
Low SES, non-farm 
Low SES, farm 


Source: Jallade (1977), Table 1 


Distribution of students by father’s 


occupation, Tunisia 


Occupational rank 
(percentage) 


Educational level Highest Lowest 


Primary 44 
Secondary 6 17 
Higher 1] 12 


yns (1974), Table 10 


| predict that nursery edu 
cation will not receive the attention it deserves 
in LDCs in the near future. What is needed here 
on its potential compensatory value 
iverse socio-economic background 
nove from nursery education, the 
evidence becomes more apparent although it is 
by no means abundant. Table 5 shows huge 
enrolment disparities in Brazil between different 
regions, economic sectors and socio-economic 
groups. (The reader should treat the last two 
columns of this table as evidence belonging to 
the following sections of this paper.) Table 6 
documents the same point regarding socio 
economic background in Tunisia. And so does 
Table 7 for Kenya 
The differential participation rates to higher 
education of different socio-economic groups 
are linked to another trend of inequality — the 
tax—subsidy finance structure. Whereas all citi- 


Average number 
of years of Monthly earnings 
schooling (in 1970 cruzeiros) 


zens pay taxes, and the more prosperous groups 
much more than the rest of the population, it is 
the most prosperous groups that mostly send 
their children to higher education. It has been 
found in developed countries® that the effec- 
tive subsidy rich people receive this way is more 
relative to the taxes they pay when compared 
with the less prosperous families. This has clearly 
been found to be the case in Kenya (Fields, 
1975) and we also have a study on Brazil 
(Jallade, 1977). But what about other countries? 

4 research theme I would like to see avoided 
in the LDC context is the genetic ability 
environment controversy. This is an issue that 
has not yet been settled in DCs’ and I just 
cannot see how this could be answered by the 
kind of data that are available in LDCs. Further 
more, if this question is ever settled in DCs, the 
results should also apply to LDCs as this is an 
issue of human nature rather than conditions 
specific to a particular country 


(b) Inequalities during schooling 


Once children have gained access to a parti- 
cular school, further inequalities develop that 
might hamper their performance in school, 
reduce the level of their eventual attainment 
and hence their later ‘success’ in life. These 
issues are analysed in the context of edu- 
cational production functions that relate a 
measure of school achievement (say, the verbal 


Table 7. Parental characteristics of higher education students in Kenya 


Parental characteristics 


Father in high- or middle-level occupation 
Father is secondary school + graduate 
Father owns 25+ acres of land 


Source: Fields (1975), Table | 








University students All adult males 
(percentage) 
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Table 8. School effects on achievement 


Proportion of 
total variance 
explained 

Uganda 

India 

Iran 

Belgium (Fr.) 

Thailand 

Italy 

Chile 

Hungary 

Australia 

New Zealand 

West Germany 

Sweden 

Netherlands 

Finland 


Scotland 


Overall mean 


Source: Heyneman (1976a), Table 5 


score) to a set of independent variables (like 


student, teacher and school characteristics), e.g 


Verbal score = f(student’s IQ, teacher’s quali 
fications, school teaching 


equipment) 


[There exist two good reviews of educational 
production function work — one for the United 
States by Averch et al. (1974) and one for deve- 
loping countries by Alexander and 
(1975) 


Simmons 


functions 
Coleman 


The results obtained from these 
are very mixed. Starting from the 
(1966) report, background and family factors 
tended to dominate school-related factors in 
educational achievement. Jenck’s (1972, p. 53) 
work concluded that ‘educational inequality 
does not explain cognitive inequality to any 
significant extent. The amount of schooling an 
individual gets has some effect on his test per- 
formance, but the quality of his schooling makes 
extraordinarily little difference. Brown and 
Saks (1973) however, claimed that one of the 
reasons school inputs appear to be ineffective 
in relation to school output (i.e. achievement) 
is that the observations mostly consisted in 
whole class scores, rather than the test scores of 
individual students. Although the mean test 
score for a whole class remain unchanged, the 
distribution of test scores within the class can 
be affected 


Proportion of 
variance explained 
by school effects 


Proportion within the 
explicable variance attributable 
to school effects 


31.7 
33 


5? 


Regarding LDCs, the estimates we have until 


now in our hands [based mainly on the 
Alexander and 


cate the following 


Simmons (1975) survey] indi 


(a) The results for LDCs are not very differ- 
ent from those for DCs 

(b) Home background has a strong influence 
on student performance at the primary and 
lower secondary level 

(c) More and better teaching facilities do not 
seem to affect dramatically the rate of 
learning 

(d) The positive ‘student-peer affect’ is not 
as conclusive in LDCs as it is in DCs 

(e) Boarding facilities are likely to improve 
student performance as this policy amounts 
to removing the student from an often 
adverse, non-conductive-to-study, home en- 
vironment 

(f) It cannot be confirmed that larger class 
size affects adversely student performance 
(g) Teacher qualifications are more important 
for student achievement at the upper 
secondary level than at the lower levels of 
education. 

(h) Expenditure per student is not an im- 
portant predictor of student achievement 

(i) Textbook availability is an important 
predictor of achievement at the primary 
level 
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Table 9. Correlations between socio-economic measures and pupil 


performance in Uganda 


Socio-economic measures English language test 


Mother’s education 0.12 
Father’s education 

Father’s occupation 

Possessions in the home 

Summary socio-economic status 

Source: Heyneman (1976b), Table 2 

Note ll correlations are highly significant 


9f educational production c) Inequalities after schooling 
in Tables 8 and 9. Table 8 
tal variance explained and the pro- [his is the part of the inequalities’ sequence 
thereof explained by schooling vari in Figure 2 that has received the major research 
Although the figures are impressive, it attention in both DCs and LDCs 
is not yet clear in what kind of country con- The analysis takes the form of explaining 
text (DC or LDC) school variables explain the income distributions, the unit of observation 
But as Table 9 indicates, background vari- being the household, the region or the indivi- 
ntly correlate with pupil perfor- dual. The analytical research tool is the ‘earn- 
mance in Uganda ings function’ which relates the earnings of a 
My own reaction to educational production particular income recipient unit (say, a wage 


function work is that it relates too much to earner) t string of personal characteristics, 


t 
what a whole class is doing, i.e. how the bad e.g 


students and the good students will be affected 
“Re, ' Earnings f(age, schooling, other charac- 
availability of more textbooks (a com- . . 

teristics) 


mon ‘independent variable’ in such work) 
What I would like to see is focus on the low The use of earnings functions has necessarily 
achievers only, experimentation with provision’ _ shifted attention from the use of the Gini coef- 
»f more textbooks to them and observation of ficient as an inequality measure to that of the 
the results after some period of time. In analys- variance of the logarithm of earnings. This mea- 
ing the whole student population one may fail sure has the properties described earlier in this 
to isolate the effect of policy variables on the paper and is by no means the best available. But 
‘target group’ which in this case is the low it has the great advantage of computational 
convenience, namely one can simulate alterna- 





» = 


Figure 2. The relative strength of direct paths in DCs 
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lable 10. Total explanatory power of earnings functions in developing 
countries 


Country Source 

Vellosso (1975) 

Fields (1976) 

Fields and Schultz (1977) 

Kugler et al. (1977) 

Demetriades and Psacharopoulos (1979) 
Psacharopoulos and Williams (1973) 
Thias and Carnoy (1972) 
Carnoy (1967) 

Hoerr (1973) 
Psacharopoulos (1977b) 
Toledo (1975) 

Wai (1975) 

Fong (1976) 

Gannicott (1972) 

Blaug (1974) 

Kasnakoglu (1978) 

Stroup and Hargrove (1969) 
Thomas (1976) 

Hinchliffe (1976) 


Brazil 
Colombia 
Colombia 
Colombia 
Cyprus 
Iran 
Kenya 
Mexico 
Malaysia 
Morocco 
Peru 
Singapore 
Singapore 
Taiwan 
Thailand 
Turkey 
Vietnam 
Yugoslavia 
Nigeria 





> 

R*s are not strictly comparable due to the different variables used in each 
study 

Indicates use of grouped data, hence the high R? 


transform. (Experience 
schooling, 


tive income distributions using packaged sta- 
tistical programmes (such as the SPSS) 


age minus years of 


minus compulsory school entry 


A review of earnings functions, their proper- 
ties and applications in advanced countries is 
found in Psacharopoulos (1975). A review of 
11 LDC earnings functions found in 
Psacharopoulos (1976). Since then, a flood of 
earnings functions applications has appeared in 
the literature to the point of being difficult to 
keep track of them. (See Table 10.) 

The obvious question that arises is: What 
have we learned from the prolific application of 
such functions? The 
answer 


Cases 1S 


following is a succinct 


(a) The total explanatory power of the usual 
string of variables considered is of the order 
of 40%, it seldom 70% and prac- 
tically never exceeds this figure. Table 10 
gives a list of R*s from these functions 
What the value of total explanation means, 
is that there remains a great deal of income 
inequality that is unaccountable by our mea- 
sured independent variables or there remains 
a great deal of randomness in the way indivi- 
dual incomes are generated. Of course, to go 
step further from this statement and 
interpret the randomness ‘luck’ [a la 
Jencks (1972)] is equivalent to stretching 
one’s imagination 

(b) One of the most important 
explaining earnings 1s age or itS experience 


rises to 


one 
as 


variables in 


age.) 

(c) Schooling is nearly always a significant 
variable in earnings function work, although 
the size of the corresponding coefficient has 
been subject to controversy for 
example an earnings function for 
Morocco (Psacharopoulos, 1977b 
regression R.2) 


InY 


Consider 
result 


Table 


0.1588 + 
(0.005) 


0.079EX 
(0.006) 


> 
5305 


0.001EX? , R? 
(0.00001) 


0.44, 


where S stands for the years of schooling of 
the individual worker, EX for of 
labour market experience, and where num- 
bers in parentheses are standard errors 


the years 


How should we decide on whether the 0.158 
coefficient of years of schooling is on the ‘high’ 
or the ‘low’ side? The answer in this case is that 
it is on the high side since the particular specifi- 
cation of the function (semi-log) is such that 
the coefficient on S is interpreted (after some 
simplifying assumptions are made) as the private 
rate of return to investment in schooling, which 
is equal to 16 lable 11 
collection of coefficients on S in earnings func 
tions for LDCs 


in this case shows a 
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Table 11. The value of the coefficient of schooling in semi-logarithmi« 


earnings functions applied in developing countries 


yin) 


Country source 


Brazil Velloso (1975) 

Colombia Fields (1976) 

Colombia Fields and Schultz (1977) 
Colombia Kugler et a/. (1977) 

Cyprus 5 Demetriades and Psacharopoulos (1979) 
Iran Psacharopoulos and Williams (1973) 
Kenya Thias and Carnoy (1972) 

Malaysia 3 Hoerr (1973) 

Morocco Psacharopoulos (1977b) 

Mexico Carnoy (1967) 

Taiwan Gannicott (1972) 

Thailand Blaug (1971) 

Vietnam 16 Stroup and Hargrove (1969) 


Note: Coefficients are not strictly comparable because of the different inde 
pendent variables used in each study 


he earning’s functions literature has grown but scarce for other countries. DCs or LDCs 
spectacularly in the last 5 yr (especially on off Perhaps the 


most famous (and equally contro- 
beat US applications) and is beginning to show versial) application in the US is the one by 
its limits. The perennial problems have been Jencks (1972).? Other path analyses for DCs 
simultanaeity (i.e. supply and demand include 
rather than just supply factors determining the 7 
: . (a) Sweden (Fagerlind, 1975) 


equilibrium work period and wage rate) and the 
= (b) UK (Psacharopoulos, 1977c). 


association vs causation interpretation one can 
give to the results. Recent attempts to validate (c) Australia (Heady and O‘Loughlin, 1978), 
and 

(d) Netherlands (Dronkers and De Jong, 
1978) 


the existence of labour market segmentation 


ising the earnings functions-tool have been 
futile in DCs” and the same argument applies 
for LDCs. Perhaps the most promising area of Regarding developing countries I have come 
earnings functions applications is within the across the following path applications 


poorer strata of the population. That is, instead 


(a) Singapore (Wai, 1975; and Fong and Wai 
1975) 

(b) Peru (Toledo 

(c) Brazil (Velloso, 1977) 

(d) Thailand (Leonor, 1976a), and 

(e) Turkey (Kasnakoglu, 1978) 


»f splitting a sample into ‘upper and lower’ (sic) 
segments yncentrate on the pay determinants 
mprove the lot of low paid workers 
lifferently, | think a lot can be gained 
analytically by concentrating on the problen 
area, the lower tail of an income distribution 
than by trying to analyse the whole distri- In fact, | am not aware of path applications 
bution and its determinants in one computer in countries other than those listed above 
run although I know that work is in progress on this 
front in Italy, Greece, Malaysia, Germany and 

France." 
(d) /nequalit f It is very difficult to summarize what we 
have learned thus far from LDC application of 
This area of research refers to a summary of path analyses. The problem is that the pro 
the three inequality components discussed thus cedures followed by the different authors are 
lar in a recursive way The value of recursiv very diverse, some stop short of examining 
models becomes evident when one thinks of the earnings (like Velloso, 1977), some examine 
danger of concentrating only on inequalities only first-job earnings (like Leonor, 1976a) and 
after schooling, abstracting from earlier factors some are mostly concerned with the econo- 
that led to such inequalities metric properties of the underlying model. The 
Path applications are abundant for the US feeling one gets from these applications, how- 
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ever, is that the results are not inconsistent with 
those in DCs 

What we do seem to know 
cations is summarised by 
ure 2.!'! 

hus, family background influences strongly 
the level of education one attains and ‘ability’, 
as measured by the usual IQ tests. It must be 
remembered that this ability proxy might have 
little to do with the unobserved genetic ability 
of the individual. For this reason it might not 
be surprising that the effect of measured 
ability on earnings is very weak. The 
strongest effects in path analysis are usually 
from education to occupation and from occu- 
pation to earnings. The direct effect of education 
on earnings has been subject to controversy | for 
example Jencks (1972) found the corresponding 
path coefficient equal to 0.050 and dismissed 
this arrow as insignificant]. However, a lot of 
other US applications contradict this view. In 
addition, when takes into account the 
indirect effect of education on earnings (via 
occupation) its total effect is substantial. In 
the UK work already cited the total effect of 
education is equal to 0.264 

Although path provide the 
intuitive display of results linking inequalities 
before birth to those observed in adult life they 
have their limitations. For example, interaction 
effects have no place in the neat temporal se- 
quence (although they can be 
separately a la 1975). Also 
fancy algebraic specifications are out of the 
question and a host of other variables do not fit 
the path models (like age). In the remaining 


sections of this paper we shall discuss some ad- 


from DC appli- 
the arrows of Fig- 


two 


one 


analyses most 


accounted for 


Fa gerlind more 


ditional inequalities related to education and 
work, coming under the headings of regional 
disparities, unemployment and basic needs 


REGIONAL DISPARITIES 
It is a commonplace fact that educational 
outcomes are unequally distn- 
given country. What is not 
well documented, however, is: (a) the magnitude 
of regional disparities in LDCs, (b) the extent 
to which one should worry about such dispar 
ities, and (c) what policies, if any, should be 
enacted to change the disparities 

In spite of the fact that educational statistics 
in practically all countries of the world are col- 


resources and 
buted within any 


lected on a regional basis, the literature is not 
rich on comparative regional studies of edu- 
cational and other inequalities in LDCs. (But 


see Heyneman, 1978.) Debeauvais (1975a) 


Table 12. Mean years of educational attainment in 


1951-1961 
change 
(1951 


1961 


Region 1951 100) 


North-west 105 
North-east 109 
South 116 
Italy 11] 


Source: Debeauvais (1975b), 

reports wide primary-school enrolment discrep- 
ancies of primary-school enrolments in Algeria 
where the near 100% rate for the capital is con- 
trasted to a 60% for El Asnam and Tiaret. He 
documents rather sharp differences in 
participation between sexes. Similarly, Table 12 


also 


documents regional and overtime differences in 
the mean educational 
Italy. This that 
advanced regional inequalities not 
only exist, but they tend to persist over time 
The point I would like to 
regarding regional inequalities is that before one 
raises his hands in despair he might wish to ask 
How appropriate would 
budget to be 


attainment in 
even in 


years of 


table shows more 


countries 


second raise 


an efficiency question 
it be for the given educational 
allocated equally to all regions, or that all chil 
dren receive the same level and quality of edu 
cation? Clearly, the social demand for education 
in some regions might be low and in others high 
Beyond the paternalistic, merit good provision 
of compulsory basic there is little 
one could do (or should do) to force children 
to stay on in school 
Actually, it might pay 
efficiency grounds to withdraw the provision of 
a certain kind of education in some provinces 
so that certain families are encouraged to move 


education 


on overall economic 


out of a depressed area (say a coal-mining dis 
trict) and migrate to other expanding areas 

For example, consider the US 
policy of paying farmers not to cultivate their 


anti-regional 


land so that eventually their sons will move out 


of agriculture and speed up an unavoidable 
adjustment process 

The third point I would like to raise is that 
the ‘regional’ inequality 
great extent with the ‘personal’ inequality aspect 
examined in the previous sections. For example 
in trying to explain personal inequalities for the 
country as a whole (i.e 
by means 
gional characteristics would amount to double- 
counting in view of the fact that the two kinds 
of characteristics correlate highly (e.g. people in 


aspect overlaps to a 


differences in incomes) 


of personal characteristics and re 


depressed regions have low levels of schooling) 
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ve power of 


‘ vplaining iico?rnrie 


lields and § hultz (1977) | 


Personal teristics include 


narac 


moo 


Educational | 


ty 


Sudar 

Kenya 

Chile 

Dominican Republic 
Nicaragua 


) 
l 
> 
me 
i 
3 


I 
4 
Ss 


mM Vv — by 


First nine countries above based on 


uTCce 


Note: ( 
nt definitions and sample populations 


ymparability between 


that 
four times the power of regional 
explaining earnings in 


Table 13 shows personal characteristics 
have at 
characteristics in 
Colombia and Brazil 
What I consider to be the challenge for re- 
this 
abundant regional data in LDCs 
to (b) defining criteria of 
levels of inequality (in regional participation or 


that to remedial 


least 


search in 
of the 


view 


area is: (a) a systematic analysis 
with a 
unacceptable 
subject 


outcome) should be 


policy 


EDUCATION AND UNEMPLOYMENT 

It has been well established that educational 
inequalities lead to other kinds of inequalities 
later in life. The kind of inequality that has 
received most attention is the one referring to 
income (or occupational status in the work of 


ment rat 


Turnham and 
: countries based on Mulat (1975) for the Sudan, and Ramo 
countries and educational levels 


DeTrsonai Vs rei ai Characteristics wu 


distribution 


Explained variance of log earnings by 


percentage) 
Person Regional 
naracteristt 


24 


ible 13 


education an 


centage) 


Secondary 


14.9 


s 


7) 


10 


iz Ui ty ty ty 


Arm 


te 


12 


Jaeger (1971). Five 


(1973) for the rest 


remain 


ls is limited because of dif 


sociologists). But what about those who are un- 
employed and are usually not included in the 
sample?!? 

rhat the 
and 


another commonplace fact 


level of education relates to the in- 

duration of unemployment is 
The wa) 
Regarding the inci- 
survey of its 


cidence 
it relates 
though is subject to debate 
dence of unemployment, the first 
kind (Turnham and Jaeger, 1971) suggested 
that the peak of the unemployment rate corre- 
Sub- 
sequent evidence, however, tends to cloud this 
finding. (See Table 14.) 

Regarding the length of unemployment Table 
that in at least two countries it 
related to the middle 


sponds to secondary-education graduates 


15 shows 
tends to be levels of 
schooling. '? 

There exist at least two theoretical reasons 
why the level of education and unemployment 


might be related 
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Table 15. Education and the duration of unemployment 


Educational level 


Sudan 


Illiterates 

Primary graduates 
Secondary incomplete 
Secondary 

University 


India 


Illiterates 

Literate but below secondary 
Secondary 

Higher 


Source: Sudan from Mulat (1975), p. 19 
India from Turnham and Jaeger (1971), p. 52 


Percentage more than 

au 

9 months unemployed 
19 


<7 


Table 16. Income distribution and self-employment 


Brazil 


Bolivia 


Percentage in 
the population 


Group 
Self-employed (traditional) 
Peasants (<5 ha) 
Self-employed (modern sector) 
Unskilled workers 


Source: Brazil from Fishlow (1972), p. 393 
Bolivia from Morrisson (1978), Table 


the 
wage 


(a) The more education one receives, 
higher the dispersion (variance) of 
offers one faces and thus the longer one is 
likely to search 
(b) The higher the level of education one 
receives, the higher the opportunity cost (in 
terms of foregone earnings) while unem- 
ployed and thus the shorter the search is 
likely to be 
rhe interaction between (a) and (b) above is 

an empirical matter and cannot be assessed by 

just looking at cross-tabulations such as the ones 
presented in Tables 15 and 16. What one needs 
is employment incidence and employment dur- 
ation functions that would explain the fact that 
someone is employed and the length of his 
(most often uncompleted) unemployment spell, 
standardizing for other factors. The effect of 
education on unemployment under the ceteris 
paribus assumption can be examined in a func- 
tion of the form 
U = f(age, educational level, curriculum kind 
other personal characteristics) 


Type of curriculum is another important vari- 


Self-employed classified as ‘poor’ 


Income status of selected population groups 


Percentage of 
income received 


able in this respect as we have theoretical rea 
sons to believe that those, say secondary-school 
graduates, who have followed general education 
are less willing to accept manual jobs and thus 
remain unemployed for a longer period of time 
(For evidence in this respect see the ILO, 197] 
report on Ceylon.) 

It is very unfortunate that the literature has 
thus far given extreme emphasis to earnings 
functions and has neglected employment func- 


tions. !4 


9. SELF-EMPLOYMENT AND BASIC NEEDS 

Another bias of the LDC research literature 
is towards dependent employment vs the self 
employed. Yet the latter constitute a sizeable 
part of the population in these countries re- 
proportion of (See 
Bolivian examples in Table 


ceiving a meagre income 
the Brazilian 
16.) 

What is the relationship between education 
and the performance of the 


employed? a question we can hardly 


and 


economik self- 


This is 
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answer even in the advanced countries context 
To answer it in the LDC context would be even 
more difficult due to the character of 
the jobs of the self-employed. (See Sethuraman 


1976.) 


elusive 


Perhaps the roposition we have docu- 
that those of the 
employed who are tarmers are doing better the 
they are (see Chaudhri, 1974 
and Jamison and Lau, 1978) 


mented in this area is self 
more educated 
1976b 
Another to help 


yut of work to become self-employed in 


promising area might be 


those 


instead of joining the ranks 
How to do 


Y in > 
the modern sector 


of the unemployed this is a new 


research challenge 
Discussing those at the lower tail of the occu- 
mployment or distributions 


pational income 


basic needs 


91) report 


to the concept ol 


Jaeger (1971, pp. 90 


brings us 


Turnham and 
an extremely low calorie and protein intake of 
the poorest population groups in some LDCs.'* 
that a work 


$000 calories a day 


Remembering man doing heavy 


around one won- 


is the value of investigating whole 


f earnings (occupational status 
he like) rather than concentrating at thei 
rhis certainly the 


the ILO in recent years and quickly 


has been line 
wed by other international organizations 
as UNESCO and the World Bank. Among 
the discussed towards basic 


possible policies 


needs, the obvious question is what is the value 
of education? The study by Turnham and Jaeger 
(1971, p. 90) gives us a hint that calorie and 
protein intake correlate very highly with family 
the end of the 


Therefore, if education 


income, especially at lower 


income distribution 


can raise the incomes of the poor it can certainly 


Table 17 


Income inequality 
Country 
(1) 

Brazil 
Colombia 
France 
Greece 
India 
Japan 
Netherlands 
Philippines 
Sudan 
UK 
USA 


Source: Psacharopoulos (1977d) 


Educational inequality 


contribute towards the poor satisfying their 


needs. So, the question reduces to 
yf the poor? 


microstudies (referred to previously) 


most basic 
Can education raise the 
Several 


have answered this question in the affirmative 


incomes 


and there is no need to go once more through 


the trivial 


markets 


by now arguments ol 


What | 


results of some mac 


potential equalizing value of education 


screening OF 
will do instead is 
rochecks on the 


dual labour 


present the 


10. SOME MACROCHECKS ON THI 
EQUALIZING VALUE OF EDUCATION 


lead to a more equal 
We will try to 


respect in 


Does ‘more education’ 
income? 


this 


distribution of give 


some evidence in two steps 


ierring to 


and, 
edu- 


education in 
particular 


first, re general 


second, referring to levels of 
cation 

Table 17 
equality (the 


inequality 


gives a measure of income in 


coetiicient), a measure ol 
(the 
ments) and per capita income in 
countries. It that inc 
tribution is better explained by the educational 
distribution than the catchall factor of 
ome (Psacharopoulos, 1977d) 
Regarding the particular level of education 
that contributes most to inequality reduction, 
that 
experiments 


Gini 


educational variance of enrol- 
a number of 
has been shown yme dis- 
rather 


per capita inc 


this is the lower level 
with Mexican data 
Marin and 


it has been found 


For 


gave 


example 
the 
Psacharop 


following results (see 


1976) 


yulos 


Experiment A. Give primary education to 


10% of those without 
Change in var(logY) 


Income distribution, educational inequality and per capita income in selected countries 


Per capita income 
EDINEQ (in US $) 


(3) 


0.87 
1.01 
0.56 
0.65 
1.07 
051 
0.54 
0.92 
1.10 
0.63 
0.46 


1400 
240 


Note: Educational inequality is based on the variance of enrolments between educational levels within 


each country 
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Experiment B. Give secondary education to 
10% of primary 
schooling 
Change in var(logY)= 4.6 
Give higher education to 5 
of those with secondary edu- 


those with 


Experiment ( 


cation 
Change in var(logY) = 1.5 


The equalizing value of the lower levels of 
education has been confirmed for DCs as well 
(See Psacharopoulos, 1978.) 

11. A POSTSCRIPT ON RESEARCH 
PRIORITIES 


In the preceding sections I went through a 
mélange of topics that relate to inequalities in 
education and employment in LDCs. Let me 
now try to pull the threads together and sug- 
gest axes that in my 
should receive priority. Remembering that the 
ultimate concern here is how to increase social 
welfare via educational policy, | would like to 
Start casting my suggestions in the economist’s 


some research opinion 


traditional ‘what-how-whom’ way 

What education to provide? 
First, what /evel 
of education to provide and second, what kind 
rhe first is a quantity 


This question 
could be split into two parts 


of education to provide 
question and we do have solid 
research results on it. Namely, it is the lower 
that lead to increased ef- 

also the higher level 
especially in LDCs 


of-education 


education 
equity 


levels of 
ficiency and 
passes the efficiency test 
What 
content 
Beyond the 
education (Foster, 1968) this issue has recently 
started to be reanalysed (Psacharopoulos, 1980) 


we are not so sure about is what subject 
to give to a given level of education 
technical 


classical challenge of 


This leads me to 


Investigate the relationship 
between given 
types and the labour mar- 
ket performance of gradu- 
ates 


Suggestion No. | 
curricula 


How should education be provided? This is a 
technological question that links to educational 
production function work. In spite of the lack 
of a generalized theory of learning we have al- 
ready obtained important hints on the role of 
the family towards a given educational out- 
come. However, we are not yet sure exactly 
which attributes of the family influence edu- 
cational achievement so that compensatory 
action could be taken within schools for those 
from low social origins. Therefore, it looks ap- 
propriate to make 


Suggestion No.2: Investigate the impact of 
family character- 


istics on the student’s edu- 


specilic 


cational achievement 


should be 
this is an area where we have a lot of solid 


For whom education provided? 
Again 
results, most of them suggesting that it is the 
who finance the education of the rich 
(See Psacharopoulos, 1977e.) The problem is 
how to make it politically palatable that certain 
groups of the population should pay for the 
education of their children. I believe that in- 
documentation of the 
proposition 


conducive 


poor 


creased above not-so- 
intuitive 


more 


create a climate 
charging 


This makes me put forward 


would 
towards selective 
fees 

Suggestion No.3: Continue documenting the 
extent to which universal 
education is socially 
inequitable 


free 


The self-employed. |It might not be an exag 


geration to say that 99% of what we know on 
the relationship between education and social 
inequalities is based on samples of persons em 
ployed for wages or salaries. Given the fact that 
self-employment (especially when one includes 
agriculture) is more dominant in LDCs relative 
to DCs, I make 

No.4 


Suggestion Investigate the way speci- 


fic levels and kinds of edu- 
cation relate to the econ- 
omic performance of the 


self-employed 


The bottom tail. It has been pointed out at 
several places in the preceding sections that a 
more direct approach 
inequalities in 


towards understanding 
education and employment 
is to focus on the lower tail of the educational 
achievement, socio-economic 
and employment distribution. Another way of 
looking at the same problem, is splitting the 
question into two parts. First, how to provide a 
minimum amount of education as a right (say 
towards the 3 Rs and employment) and how to 


group, income 


remove obstacles of access towards the higher 
levels of education and jobs. In view of the fact 
that the first part of this question is likely to 
affect a multiple of the population of part two 
this makes me out forward 


Suggestion No.5 Focus towards 


satisfaction of the 
needs end of the 


research 
basic- 
edu- 
cational and income dis- 


tributions 
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ympensatory\ oOuc) 


Factors that 


or economic outcomes could 


factors 


sducationa 


livided into completely exogenous (like sex 


netic ability, father’s occupation and the like) 
} 


could be manipulated by policy 


sunt or kind of education provided) 
t that one cannot change exo 


what we would like to know as 


is the relative strength of subject 


factors in ipensating for ad 
We do have 
respect (Papanicolaou 


7), Dut 


some 


what about 


Investigate the relative 


mpensatory power ol 


educational poll 


iverse exogenous 


y bringing back 


the first point I made in this paper, namely that 
subjective and one 
additional 
making a deci 


all inequality indices are 
must into the analysis an 


(value judgement) criterion for 


bring 


sion. | believe that our role as educational 


limited to working out the 
equity or employment 


analysts should be 
particular efficiency 


implications of alternative policies and thus 


serving a policy-implications menu to the polli- 
ticians. One way of doing this is via simulation 
Adelman and Robinson 
Psacharopoulos 1978 Marin and 
1976; or Blaug ef al., 1980) 


final proposition for 


experiments (a la 
1978 
Psacharopoulos 
Therefor a research 


axis in this 


Suggest Experiment with simu 


lations of the etfects of 
particular policies on the 
social 


components of 
welfare function 


NOTES 


For a review of the proliferation of the literature 
in this respect, see Atkinson (1975) 

This point is further elaborated in Section 4 
3. This validity has been challenged as explained in 
Section 4 
4. Although income was chosen for the sake of this 
example, the distribution could refer to anything, like 
the distribution of years of educational attainment in 
the population or access to particular schools in dif 


ferent regions of the country 


5. See Atkinson (1970) and for an application to a 
developing country Psacharopoulos (1977a) 


6. For this original empirical discovery see Hansen 
and Weisbrod (1969), and for the ensuing controversy 
see Pechman (1970), and Hight and Pollock (1973) 


4 


Fora collection of essays on this topic see Taubman 
(1977) 


8. See Cain (1976), 


Psacharopoulos (1978), and 
McNabb and Psacharopoulos (1980) 


9. For collected criticisms of this study see the 
February 1973 issue of the Harvard Education Review 
and the October 1974 issue of the Comparative Edu 
cation Review 


10. Jtal Antonelli’s Ph.D 
School of | 
sample in North Italian cities 

Malay sia Ph.D London 
School Economics is also based on a special sam 
ple in urban Malaysia 


research at the London 


ynomics is based on a specially raised 


Lee’s research at the 


Greece: My research is based on a sample of 8500 
employees in urban areas 

Germany: Krug’s work at the University of Trier is 
based on the German Micro Census 
Work by Tachibanaki (Kyoto University) 
the INSEE 1970 tapes 


France 


is based on 


11. For a numerical summary of the underlying coef- 
ficients in the US, UK, Sweden and Netherlands, see 
Psacharopoulos and Tinbergen (1978) 


12. It should be remembered that even if a survey has 
raised data on those unemployed and hence with zero 
earnings, these people are usually removed from the 
statistical analysis that takes the logarithm of income 
as the dependent variable because of the log(0) prob- 
lem! 


13. For a discussion of the inverted U-shape relation- 
ship between employment and education see Blaug 
(1973) 


14. As an example of such functions applied to the 
UK, I refer the reader to Nickell (1979) 


15. Calorie intake of the order of 1500 g and protein 
of the order of 40 2 
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Co-operatives and the Poor: A Comparative 
Perspective 


UMA LELE* 


The World Bank, 


Summary. 


Washington, D.C 


Co-operatives have a universal appeal as an instrument of poverty alleviation and 


yet their record has been less than exemplary. This paper highlights dilemmas faced in co-oper- 
ative development between the objectives of growth and distribution, and those between de- 


centralization and equity 
for a successful co-operative movement 


The paper identifies the various internal and external prerequisites 
By examining the evidence with regard to marketing, 


credit and production co-operatives it argues that in the absence of such prerequisites, alternative 
forms of institutional arrangements may be as, or more effective than co-operative institutions 
In any case a healthy movement which reaches the poor calls for institutional competition 


INTRODUCTION 


Traditionally, co-operatives have been ex- 
pacted to serve a broad set of socio-political 
and economic objectives ranging from self-help 
and grassroot participation to welfare and dis- 
tribution, including exploitation of economies 
of scale and social control over resource allo- 
cation and mobilization. However, these various 
objectives are not mutually consistent. Because 
there is a substantial trade-off in the realization 
of many of these, it is necessary to weigh their 
relative importance in the needs and priorities 
of the individual country at any given point in 
time if performance of co-operatives is to be 
evaluated in an appropriate context. An attempt 
to fulfil a range of these conflicting objectives 
simultaneously has led to a broadbased disen- 
chantment with the co-operative movement 

his paper highlights two sets of issues with 
respect to co-operative development. First it 
discusses the dilemmas faced in the short run 
between the objectives of growth and distribu- 
and those between decentralization and 
equity. The growth-—distribution dilemma in- 
volves an inherent contradiction between the 
goal of local resource mobilization and the sub- 
sidies needed to reach the poor. The decentrali- 
zation—equity dilemma similarly results in a 
contradiction between the objective of grass- 
root participation and the paternalism fre- 
quently essential to achieve the welfare objec- 
tive. This paper illustrates that these dilemmas 
and contradictions are far more significant in 
explaining the limitations of co-operatives than 
is the concept of co-operation 


tion 


[his paper further points out the various 
external prerequisites in the form of physical 
infrastructure, market information, regulatory 
institutions, technology, pricing policies towards 
commodities and capital, that an effective co- 
operative movement entails, in addition to the 
normally internal proper 


management. In the varied 


recognized one of 


absence of these 
prerequisities and especially due to the lack of 
recognition of the need for external provisions 
co-operatives tend to be inefficient relative to 
other forms of traditional institutions even 
after receiving and other types of 
assistance, thus neither achieving efficiency nor 
equity 

By analysing the three areas of agricultural 
marketing, credit and production in which the 
co-operative movement has traditionally been 
this paper illustrates the various 
contraditions, and the precon- 


subsidies 


most active, 
dilemmas and 
conditions necessary for co-operatives to reach 
the poor effectively. Finally, the paper points 
out the implications of the past experience for 
the future role of the co-operative movement 


* Senior Economist, the World Bank. The views ex- 
pressed in this paper are those of the author and do 
not necessarily represent the views of the World Bank 
Jayanto Rao made helpful comments on an earlier 
draft, and Brian Mellor reviewed literature. 

This paper is based on a draft prepared for a delib- 
eration on the subject held by the International Co- 
operative Alliance at Loughborough, UK, in August 
1977. 
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; 
ol reasons 


discussed in this 


ions of asset and income dispar 
roviding services to the poor is 
of reaching the relatively 
lisparities 
differences in costs, and 
can be the tendency 

thus 
Latin 


skewed 


ntrate on growth 


centuating disparities 
in countries tf Irom 


listridution provid DY lar the most 


tic examples of the growth—equity dl 
A faster rate of gr 


oes not nec 


ywth in the short run 


ssarily imply a more 


d growth rate in the long run, as the savings 


nstraint to growth in the short run may over 


be replaced by an effective demand con 
? . 


straint {f domestic 


income disparities worsen 
with growth, and if international trade prospects 


are not adequate to absorb increases in a 
country s domestic output. Once again countries 
Brazil, Mexico and ¢ 


pressure to explore export markets arising 


h as yumbia illustrate 


jemand to sustain 


wn 1 dome 
tI tmited domestic 


wth Ar irt 


‘ 


rom increasing effective demand 


i more broadly based strategy 


oO a more ettective use ol 1€ 


yurces partic ilarly if such a 


education and training of the 


yr and, therefore, leads to their 


participation in institutional develop 
productive 


activities as exemplified 


Ihere is, therefore, often 
objectives of growth in 

that of growth with distribu- 

participation in the long run 


distribution conflict 


tion ; 

To resolve the growth 
it is either that 
and redistribution of assets of the type 


essential there be structural 
change 
that 


extent 


yccurred in China and Cuba or to a lesser 


through a paternalistic land reform in 
Alternatively or 


the greater cost of reaching the poor has 


Japan and Taiwan 
rently 


to be met by subsidies as is being attempted in 


Sri Lanka and Tanzania. Both these approaches 


concur- 


however, assume the national will to alleviate 
the problems of the poor as the greater resources 
required must in the final analysis come from 
the rich not provided 
Evidence indi- 
cates that despite the rhetoric, the commitment 
for domestic transfers is relatively weak in most 
countries 

Further, even if politically feasible, the tax- 


programme must be devised carefully, 


assuming that they are 
through international transfers 


subsidy 


as frequently generalized subsidies only reinforce 


the allocation 
illustrated later 
geted specifically towards the poor 


of resources away from the poor 
as would On the other hand, 
subsidies tar 
particularly if income 


are often to evade 


inequalit re not acute. Targeting programmes 


towards the poor is also administratively de 


manding nd most important, subsidies fre 
self-help 


thus paving the way for perpetual 


quently h and local resource 


mobilizati 


penden yn external assistance.“ 


(b) The decentralization—equity dilemma 


Ownership of land is frequently closely 


associated with social status and political power 
In situations of 


asset disparities, emphasis on 


4 


rural sell help 


there! 


and grassroot participation, 
frequently leads to the control of 
nizations by the rural political elite, 
n a disproportionate allocation of the 
scarce development their favour 
decentralization shift the 
yf political power and responsibilities 
for developmental functions from the urban to 


the rural sector, it frequently 


local org 
resulting 
resources in 
although 


Thus may 


centres 


results in the 
perpetuati if not worsening, of socio-political! 
differentiation 
the welfar yf the rural poor is 
directly mflict with the 

rural elite than those of the urban elite 
that it 
experienc n 


especially as improvement in 


much more 
interests of the 
To the 
was viable the Panchayati Raj 

states in India leads one to 
Where 
differentiation is significant in rural areas there 
that would 
political power and social status as 
Mainland China or alterna- 
ity would call for centralization 
[he importance of paternal- 


extent 
many 
such socio-political 


this conclusion 


would either be need for change 
redistribut 
ned in 


rnalism 

id the inequitous effects of local pol 
participation in management is illustrated 
Anand Dairy 
India. Japan and 
a cushion through 
luring critical periods of their own 
For paternalism/centralization to 
be effective in alleviating the problems of the 
poor and 


the successful Co-operative 


Taiwan 


phenomenon in 


pro- 
vided such a strong central 
leadership 


development 


in generating self-reliance and partici- 


pation at the grassroots, a variety o! prerequi- 
sites must exist 

First 
the constraints which come in the way of im- 


proving 


there must be adequate knowledge of 
standards of the This is 
critical particularly as there is 
variability in the relative importance of the 
specific problems faced by the poor in indivi- 
dual situations. The perception of 


living poor 


considerable 


these con- 
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Straints is frequently based on stereotypes that 
considerably distort the reality, leading to mis- 
direction of interventions and their 
as would be illustrated later. Once 
the constraints are correctly identified there 
must be a critical examination as to whether 
co-operative institutions are necessarily the best 
suited for removing them, and to ascertain the 
ways of ensuring the various internal and ex- 
ternal preconditions needed for the effective- 
Such an 


reducing 
effectiveness 


ness of co-operative organizations 
examination may frequently suggest that these 
materialize, and that, 


institutions may be 


preconditions cannot 
therefore, alternative 
relatively more efficient in reaching the poor 
To present the marketing, credit 
and production this context 
and the reasons for their ineffectiveness, it is 
essential, however, first to understand the 
nature of the poverty problem, and the concept 


analysis of 
co-operatives in 


of co-operation 


THE NATURE OF THE POVERTY 


PROBLEM 
4 major part of the poverty problem orig- 
inates in the asset distribution and productivity 
levels in the rural sector, both of which have 
very considerable implications for interclass and 
interpersonal relations, and, therefore, for the 
effectiveness of co-operative organizations. The 
rural poor may be classified into three categor- 
ies: the landless, the marginal farmers and the 


small farmers. Incomes of the landless are low 
because of limited employment opportunities 
and low productivity of labour. Whether labour- 
or capital-intensive technology is used in culti- 
vation is therefore as important in determining 
income distribution as is distribution of land 
Marginal farmers may be defined as those with 
land too inadequate to make an acceptable level 
of living from cultivation, either because of the 
small size of the holding or the poor resource 
base. Small farmers may be classified into those 


that are at a subsistence level of income and 
others who earn considerable income from sale 
of their marketed surpluses. The relationship of 
the resource base with incomes is important as 
frequently the privileged middle-level 
peasants in many developing countries cultivate 
farms which are not significantly larger than 
those cultivated by subsistence farmers. The 
disparities in incomes arise from differences in 
the productive potential of their land, allowing 
introduction of more profitable enter- 
prises 

Ihe more privileged rural classes frequently 


more 


new, 


POOR 


also belong to socio-politically more dominant 
classes The Kikuyus in Kenya 
the Marathas and the Jats in western and north 


tribes or castes 


western India respectively are examples of the 
dominant class, tribe (or caste) correspondence 
phenomenon. When and 
political power are combined with ownership of 
productive services, middle-level 
acquire technical know-how 
and capital that is frequently far in excess of 
their initial share of cultivable land or of the 
total income generated from it 

Ihe small initial disparities in the incomes 
of the privileged and those not so privileged, 
therefore, often time, first from 
the initial differences in access to services, and 
subsequently and 
investment that the productivity of initial ser 
vices makes possible. In and 
market prevails, the income disparities may also 
lead to disparities in asset ownership, if 
investment takes the form of expansion of cul 
tivated land by eviction of tenants, purchase o1 
acquisition of land from other 
ginal farmers, and adoption of land-improving 


higher social status 
peasants can 


access to inputs 


increase over 


from the increased savings 


countries where 


increased 


small and mar 


measures such as irrigation or soil conservation 
on such expanded holdings 

The size distribution of 
owned and operated by individual farmers and 
the relative disparities in incomes and wealth of 


and landholdings 


course vary considerably among countries as do 


3 
absolute levels of poverty.” Where a majority of 
the country’s cultivable land is controlled by a 
relatively small population of large landowners 


many Latin America, the pro 
portion of the landless and the marginal farmers 
tends to be high. Rural poverty is also most 
acute in areas of high population density and 
land pressure as in parts of South Asia. A great 
deal of such populations may move into cities 


as in parts ol 


} 


in search of employment and better living stan 
dards, rather than 
disparities and differential 
rural areas, thus weakening the basis for organ- 
izing effective institutions for 
the poor 

[his is so especially as the rural poor have 
little or no political power and few 
organizing themselves to achieve 
benefits without threatening the viability of the 
social structure, which frequently depends on 
their own socio-economic status. Being at the 
margin of risks of 
socio-political disruption are also greater for the 
poor although the ultimate benefits may appear 
to be more attractive, provided that such dis 
ruption is viewed as leading to an improvement 
in their status. The poor usually have little o1 


face the problems of asset 


opportunities in 


participation in 


means ol 
economic 


subsistence, the economic 
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no access to education, and, therefore, have a 
disproportionately 
fecting their ability to participate meaningfully 
in organizations dealing with complex develop- 
mental functions such as management of 
marketing and financial institutions. Their 
ability to participate actively is frequently also 
hampered by ill health and susceptibility to 
diseases 

The implications of these various character- 
istics of the poor for achieving grassroot partici 
and equity need to be examined care- 
particularly in view of the appeal of 


pation 
fully 


Owenism among the political leaders of devel- 


oping countries.° This attraction has often been 
combined with the view that there exist in 
traditional spontaneous tendencies 
and well-developed mechanisms to co-operate 
for mutual benefit, and that such traditional 
forms of co-operation can be an effective means 
of broadening participation in development 
The Ujamaa policy in Tanzania or the Pancha- 
yats in India are illustrations of the attempts by 
national leaders to mould traditional organiz- 
ations into means of modernization and change 
without regard to the real socio-political differ- 
entiation such as that outlined earlier.® 

This attempt by political leaders is perhaps 
prompted by the realization, albeit implicitly 
that the greatest impact on the levels of living 
of the poor has to come from a more equitable 


societies, 


use of assets and increases in the productivity 
and employment in the agricultural sector. If 
distributed, such income increases can 
also further impetus to growth 
through linkages with the manufacturing and 


the service 


broadly 
provide a 
sector as goods and services de- 
manded by lower-income classes in developing 
countries provide considerable scope for devel- 
opment of the relatively more labour-intensive 
small- and medium-scale industry in comparison 
with the large organized industry that tends to 
be capital-intensive and requires a more organ- 
ized capital mobilization.’ Without increase in 
the incomes of lower-income lack of 
adequate effective demand causes a major 
constraint to increasing employment in the 
small-scale manufacturing and the service sector 
The discussion in this paper is, therefore, 
largely confined to agricultural co-operatives, 
although many of the observations also apply 
to co-operatives related to manu- 
facturing 


classes, 


small-scale 


THE CONCEPT OF CO-OPERATION 


Given that poverty is as much a socio-politi- 


cal and technological problem as it is economic, 


high share of illiteracy, af- 


what prerequisites have to exist for co-operatives 
to be successful? If some or none of these pre- 
requisites exist, how broadly should the coc- 
cept of co-operation be interpreted to intern- 
alize these prerequisites and thus for co-oper- 
atives to be effective? And what particular seg- 
ments of the rural poor can be reached by what 
type of co-operation? Such analysis is essential, 
especially in view of the recent attempts to re- 
examine the historical European origins of the 
co-operation concept. What has been described 
as ‘the pragmatic European view’ by Munker 
(1976) perceives co-operatives as entirely vol- 
untary organizations formulated with a view to 
deriving benefits for its 
through a common enterprise on the basis of 
two important criteria: mutual co-operation 
and self-help. According to this concept, 
benefits arising from undertaking a co-operative 
to be distributed in proportion 
individual members, 
bring about 


economic members 


enterprise are 
to the contributions of 
without in any way aiming to 
equity in income distribution through co- 
operative organizations. Exponents of this view 
conclude that, unlike European co-operatives, 
those in developing countries are frequently ex- 
pected to cope with far too many constraints, 
and that this is one of the main reasons why 
co-operatives are often ineffective in benefiting 
the poor.’ If this is a correct assessment, under 
what circumstances should one discard co-oper- 
ative organizations and explore alternative 
forms of institutions? 

Ihe broader concept of co-operation, on the 
other hand interaction 
between power 
and, therefore, recognizes the frequent need 
either for structural change or for political 
mobilization for co-operatives to be able to 
benefit the poor. According to the broader view 
even with such change or innovation, but par- 
ticularly in the absence of either, parternalism 
and external assistance in the form of leader- 
ship, management and finances are inevitable as 
a step towards more voluntary and self-reliant 
co-operatives in the long run. The performance 
of marketing, credit and production co-oper- 
atives is therefore viewed in the context of 
these various considerations 


acknowledges _ the 


economic and socio-political 


4. CHOICE OF MARKETING 
INSTITUTIONS FOR REACHING 
THE POOR? 


(a) Prevailing views about traditional markets 
The appeal of 
greatest in the 


co-operatives has been the 
removal of perceived exploi- 
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tation in the marketing of agricultural produce 
It is generally believed that collusive tendencies 
and price fixing are rampant in traditional rural 
markets as there are only a few intermediaries 
at each level of marketing. Marketing costs are 
also believed to be high as there usually is a 
long chain of intermediaries from the producer 
to the consumer. Small farmers are seen to be 
the greatest victims of marketing inefficiencies 
because of their meagre marketed surpluses and 
bargaining position. Introduction of 
marketing co-operatives is, therefore, con- 
sidered to be an effective way of reducing 
market margins and improving the prices re- 
ceived and paid by farmers. A guaranteed co- 
operative marketing channel is also seen to be 
an effective way of facilitating an increase in 
the production for the market 


poor 


(b) Performance of traditional markets and 
factors affecting performance 


(i) Market structure 


Despite differences among countries both 


with regard to the stages of market develop- 


ment and to availability of documentation, con- 
siderable evidence has accumulated in countries 
as different as India, Bangladesh, Nigeria, 
Indonesia and Kenya with regard to the working 
of traditional markets dispelling the stereotypes 
such as those earlier about the degree of oligop- 
olistic tendencies and spatial and seasonal price 
differences.'' Lele’s studies in India and similar 
studies in former East Pakistan and West Africa 
indicate that entry in traditional trade is usually 
free and that generally there is overcrowding 
and significant competition at level of 
marketing. Unlike in the case of most co-oper- 
ative organizations and marketing corporations, 
rural traders have low overhead They 
work on low margins and earn a meagre income 
This is an important factor in determining 
relative efficiency of traders in comparison with 
the more organized marketing institutions, 
particularly as both the size of the market and 
size of individual transactions tend to be small 
in the case of low-income farmers and the unit 
costs of handling tend to be high 

Few traders are nevertheless seen to handle a 
large share of the marketed surplus in many 
markets. Again, studies indicate overwhelmingly 
however most notably in India that large 
traders are not able to influence prices through 
collusive action if transport facilities and ex- 
change of market intelligence among producing 
markets and between producing and consuming 
markets are effective, the implication being that 


each 


costs 


POOR 


it is the transport facilities and 
market intelligence which are more important 
policy than introduction of co- 


operatives in removal of exploitation 


provision ol 


instruments 


(ii) Intermarket price differences 

Because of poor transport facilities, contrary 
in the 
large farmers are fre 


to the general view, differences 
received by and 
quently far less significant than those between 
markets with or without good transport con 


nections. !? 


prices 


small 


Excessive price differences markets 


arise because of 


among 


(a) poor dissemination of price informati 
and poor communication facilities which do 
not allow transmittal of the 
price disparities effectively among markets 
and reduce the incentive for the producers 
to take their produce for sale in the other 
nearby markets 

(b) inadequate and 
facilities that often 
of surpluses in producing areas and shortages 
when pro 


knowledge of 


unreliable transport 


result in accumulation 


in consuming centres, especially 

duction is seasonal 

(c) poor handling facilities that 
losses in the quantity and quality of produce 
during movement of the produce 

(d) lack of implementation of 
weights, measures and/or marketing charges 
that allow scope for cheating, and 

(e) lack of enforcement of an open bidding 
system 


result in 


standard 


markets 
than they actually are 


studies on India show 
inefficient 
Some of the reasons are 


Lele’s why 


seem more 


(a) price differences varieties and 
grades of produce which lead to the impress- 
ion of monopolistic elements in trade if 
price data in the two markets being com- 
pared do not refer to the same 
variety ; 

(b) movement restrictions imposed by the 
government that increase rather than reduce 
price disparities; 

(c) speculative tendencies that are caused by 
frequent overall shortages, and often exacer- 
bated by sudden imposition and withdrawal 
of government restrictions on trade; and 

(d) inadequate storage facilities at various 
stages of marketing which 
sales particularly in the case of perishable 
produce 


among 


grade or 


lead to forced 
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lact 


ypolistic 


These rs the solution to 


necessarily to re 


that 
practices is not 
trade with other 
o-operatives, but rather through 
to onditions 
to monopolistic practices, irrespect 

the the 


co-operative or public sector 


suggest 


private organizations 


action remove the 


monopoly consists of 


the 


nvestigations of government and 


narketing institutions in India 


enya and indicated 


s of marketing co-operatives and 


Tanzania have 


boards frequently indulge in mal 
and 
private 


institutions operate in a 


grading, weighing 


attributed to 


pricing 

nose traders 

these 

poly situation. Discouragement or abol 

yf traditional trade or its replacement by 

o-operative or a public-sector organization 
exacerbates ineti 

the number of alte 

n to 

pportunities 


| the 


rnative 
cultivators thus 
or 


lack of 


and 
monopolistic 
competitio! 


processing monopolies in 


» continue operating regard 
| r 


they provided, or the 


Attempts 


operatives 


costs 


markets the 
ontrol. The 


g co-operatives 


aiternative 
na 


mu & 
the 1970s 
f their servicing 
the 


are encouraged to 


mid 


farmers. On 
co-operatives 
auneously with traditional traders 
play an important role in 
n, provided: (i) the size 
(11) 


increasing 
of the market 
co-operatives operated ef 
(ii) they at offer a 
that is comparable with that offered by traders 
The Anand Dairy 
decidedly established 


private trade 


are 


ficiently, and least service 


India has 
over tne 


Co-operative in 
its superiority 


on the basis of the services offe1 
to milk producers 
Traders 


imp 


frequently 
that 


co-operative 


provide a number of 


yrtant services cannot be replaced by 


overnment or without 
incurring substantially greater financial costs in 
administrativ 4 For 
in the Chilalo Agricultural Development 
in Ethiopia, the 


agencies 


manpower and finances 
instance 
cost (excluding overheads 
ect management) of marketing 


Addis 


is those 


wheat 
Ababa * more 


incurred 


ella and 


mucn private 


traders. Many other agricultural projects in 
Africa have encountered problems due to under- 
taking simular market 
They function in least 


where g 


high cost 
the 
vernment or 

ntly 


interventions 
accessible areas 
co-operative 
They meet an im 
redit need for the small producers, in 
rhis 
reasons why the management ofl 
Agricultural Development Unit in 


machinery 


Irequ¢ does not reach 
portant 
cluding the need for consumption credit 


tne 


egan to provide consumption credit 
'S Government are unable 
edit in small amounts, particularly for 
yn without incurring 
defaults. (¢ 
projects 


that 


needed 


agencies 


substantial 
costs and 
of African 
Bank 
if the 
why 


ase studies 


carried out 


indicated the timely 


much credit is an 


eason farmers are olten seen to 


vate traders, even if co-operative 


16 Also 


he general view, farmers 


channels are available 
often 


than by co 


are 
promptly by traders 
as the payment procedures used by 
frequently rhe 


prices 


simpler 
that 


also not be higher 


Same Case 


showed paid by co 


may as the prom 
ises of s nd payments often do not materialize 


either | use of mismanagement and conse 


quently high operating costs, or because of 
related to future price m«¢ 
the fact that the first 


paymer made by co-operatives are frequently 


poo! ement 


ments.’ Apart 


ve 
irom 


lowe! the prices paid by traders, a non 


working iltiple payments system reduces the 
ability of fulfil 


well 


trust in the co-operative to 


regard to prices. A 


involving 


promises made with 


conceived pricing policy guaranteed 


minimum 


prices 1S therefore, essential for 


marketing co-operatives to operate effectively 
Until the 1973—1974 food nany devel 
oping however, lacked any conscious 
particularly in the 
h constitute an important part of the 
marketed surpluses sold by low-income f 
On the the 

projects that 
frequently have been at odds with those 
the food marketing. As 
isually been in short supply the 


CTISIS 
yuntries 
pricing policy, 


case olf tood 


crops w ric 
irmers 
African 


govern 


mtrary 
licated 


case studies of 
objectives of 
ments 
of tarmers in 


food 


pressure tft meet 


case ol 
has and 
demand at low 
is consid¢ vernments 
to wer the 


the marketed surpluses at 


urban prices 


rable have been eager 


acquire ntrol maximum share of 


low statutory prices 


whereas f aimed to maximize thei 
incom 
market 


quently 
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to sell their surpluses to private traders.'® A\l- 


this phenomenon is observed most 
in the case of food crops ten 
dencies are often noted with regard to export 
particularly as selling surpluses to private 
can also facilitate evasion of the repay 
credit borrowed from co-operatives 


the World Bank African case 


though 
strongly similar 
Crops 

traders 
ment ofl 
gain as shown by 
studies 

(iii) Marketing of inputs 


Co-operatives may nevertheless be effective 
in selling inputs as market margins for fertilizers 
often fixed through government 


Even if pricing poses fewer problems 


seed are 
19 


and 
policy 
for co-operatives in the case of inputs, their 
effectiveness in getting inputs to small farmers 
nevertheless depends on timeliness of imports 
the extent to which small farmers can make use 
and the 
effectiveness of the system for distribution 


yf inputs effectively once these are sold 
Cil The 
author’s observation of donor-assisted projects 
in Africa indicates that there is often consider 
able difficulty in the 
right type of input supply to farmers even when 
distributed through 
the technological package is 


specified the 


ensuring timeliness of 


inputs are co-operatives 
This is because 
olten not 
wrong inputs are ordered or errors are made in 
input 


well and, therefore 


specifying needs when requirements are 
identified and communicated to major suppliers 
imports are not made by governments on time 
ind the delivery not well 
organized to get inputs to village co-operatives 


As a result of 


domestk system is 
even if the imports arrive on time 
these various factors, even though introduction 
of co-operative distribution frequently reduces 
the problem of adulteration of inputs, en- 
countered in their sale by traders, the delays 
and inappropriateness in distribution 
return to input use and creates difficulties in 
further promotion of new technology. Even 
with more trained manpower, the Indian experi- 
ence with input distribution through co-oper- 
atives has been better only in degree over that 
of African countries 

On the other hand, if the demand for mod- 
ern inputs is low, the private sector is usually 
reluctant to get involved in input distribution 
as costs of distribution tend to be high in 
relation to the prices that can be charged. In 
play an 


reduces 


such situations co-operatives can 
important role in the promotion of input use, 
provided that such use is demonstrated to be 
profitable, and small farmers have 
credit, although there are difficulties in ensur- 
ing them credit as outlined in Section 5.” Of 


course, under such circumstances, input distri- 


access to 


POOR 


bution would require subsidies until the market 
How 
ever, for the reasons discussed later in Section 5 
introduced to cov 
difficult to 
equitable 


osts 


is developed sufficiently to reduce 


once general subsidies are 


costs of distribution, it is ensul 


either efficiency in distribution or 
allocation of inputs, particularly if the supply 
limited. It is also difficult 


they are 


to abolish subsidies 
introduced. More carefully 
therefore, necessary. 1 


it is also important to pri 


once 


devised subsidies are 


the extent possible 


mote competition between private, public 
co-operative marketing channels rather 


establishing a monopoly of co-operatives if the 


objective is to reach poor farmers without 


Sacrificing elfliciency 


(iv) Seasonal price differences 


rhe other usual allegation about the privat 


trade is that farmers sell their surpluses in the 
immediate post harvest period when prices a1 
(i) their heavy indebted 


low because of iness to 


the village traders and money-lenders, (ii) their 


need for cash for paying taxes and debts, and 


their dis 


hand 


facilities at 
the 
are said to rise significantly higher than costs of 
profit 
make excessive profits 
rhe 
supportive both in 
that there 
tern of 
agricultural 
usually difficult to predict 
able risks in until 
study of India’s markets 
that the traditional 
traders when averaged over a number of 


(iu) inadequate storage 


posal. Off-seasonal prices, on other 


Storage and normal allowing traders to 


cited is once again much less 


Asia and Africa 
variability in 


evidence 
It indicates 
s considerable the pat 
movements Oi Various 
that this 

leading to 
the off 
(Lele 


seasonal price 


produce and pattern is 


onside! 
season The 
197 1a) 


private 


storage 
grain 
shows proiits ol 
years 
are not excessive, as high profits in some years 
are compensated by low profits (or even losses) 
such 


the 


in other years. It is because of seasonal 
price patterns that 

function from traders to farmers through for 
mation ol 


does not result in farmers earning a significantly 


transferring 


storage 
producers’ marketing co-operatives 


higher price, unless there is an overall price pol 
icy that 
tive price, as pointed out earlier in the discussion 
Also frequently it is not so 


reduces risks, and guarantees an incen- 
of second payments 
much the low price received by farmers, as the 
lack of choice open to them as to when during 
the course of the season to sell, which has been 
the unacceptable feature of traditional trade 
With the increase in incomes and the consequent 
improvement in staying power and 
of markets, the pattern of sales in the immediate 


awareness 
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harvest period has already begun to change 


significantly among the middle-level peasants 


particularly in the case of food crops. For 


example, in India the late arrivals of marketings 


arising from speculative tendencies of farmers 


have frequently become a problem in making 
assessments with regard to the probable size 
production in the _ rec 


withhel 


the agricultural 


surpiuses are otter! 


ist harvest season when prices are 


< 


Indian experience with cold 


eastern states suggests that where 


reduce 
potato 


eclined and marketed output has 


are ntroduced to 
seasonal fluctuations in 
Increasing productivity 
roving storage possibilities 
yn if stores and 


post-harvest cash needs a 


r 
elfective ways ol! increasing 
ywwer of the low-income pro 

yf additional 


later in this paper also need to 


steps ol the 
vernments to further improve 
yf the farmer! of these 
a hasty introduction 


ting organizations or discour 


yition traditional trading 


ften the cz in many countries 


Africa suggests 


Asia and 

substantial disparities in 
co-operatives with regard 
ind food crops 22 Nevertheless 


food 


marketing co-operatives 
eive enthusiastic support from 
ange of interests. It is therefore 
reasons for the 
that 
itives for subsistence cr 


that it must be h 


important erstand the 


differences these indicate developing 


marketing 
a difficult task and 
gradually stud 

interpr luctive 
ve development too rapidly 
fires, frequently making co 
of government subsidies 
and a baror r of inefficiency, in which the 


more efficient private trade can survive rela 


tively easily. Such co-operative performance 
also defeats the purpose of augmenting compe 
channels of marketing, and of 


tition among 


improving welfare and incomes of the subsist 
ence producers 

crops require further 
often can 
lomestic consumption or sold 


A centralized marketing 


Bec ause many c xport 


processing, unlike food crops, these 


be used in 


easily rural markets 


facility is, therefore, relatively easier to organize 


in the ca yf such export crops than for most 
subsistence-related productive activities 

Ihe perishability of many of the subsistence 
makes centralized marketing 


as an assured market is necessary 


products also 
more difficult 
for expeditious disposal of the surpluses at in 
Anand Milk 


such an assured 
marketing 


centive prices. However, as the 
('o-o!1 
market 


system 1s 


illustrates f 
efficient 
developed, co-operatives dealing with 


exists, and if an 


perishables have an even greater potential to be 
successful than those related to food crops, as 


private markets are less organized and less com 
23 


petitive in the case of perishables 
Where 


it is also easy to integrate provision of credit 


centralized marketing can be organized 
with marketing, as credit can be recovered rela 
through proceeds of the marketed 
other hand, for 
Section 5(a) 


been much less easy to organize in 


tively 
output. On the 


Cdasiliy 


some of the 


reasons discussed in institutional 


credit has 
leading to considerable 


the case of food crops 


scope for competition from moneylenders and 
private traders 
that 


at require processing provide scope 


Crops 

' ny 24 . } ' 

for economies of scale The value added in 
the case such crops is usually also substantial 


Co-operatives can therefore be viable as pro 


cessing en even if their marketing activity 
Besides in the case of 
export crops, the price of the final product is 
sufficiently high to reflect the 


When there is no scope for easy central 


iS poorly organized 


usually value 
adde d 
ization of marketing, and international prices 


re not high, even cash 


flounder because of the 


crop co-operatives 


inefficiency in thei 

yperations 
Most isc 

that the in 


istrative 


studies cited in this paper indicate 
fficiencies arise partly from admin 
from the 


management resulting 


poor quality, the inadequate training and the 
little 


personne! 


practical management experience of the 


isually employed by co-operatives 
Often even adequate record keeping is a prob 
lem in m co-operatives. Financial abuse and 

y political elite that often control 
co-operatives is also observed widely particularly 
Co-opera 


crops and 


as the management tends to be poor 
that 
farmers have 


these probl 


tives deal with subsistence 


experienced a greater share of 
ms as the emphasis on training and 
management has been lower than normal 
Further, there is both greater scope and greater 
incentive for quality control in the marketing 
of export crops as the return is higher. On the 
other hand, in 


operatives 


the case of many food crops, co 


frequently unable to exercise 
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control on the quality of the produce they 
as a result of which losses from pur 


produce at high 


purchase 
low-grade or wet 
times substantial. In the 


Co-operatives in 


chases of 
prices are at case ol 
Taya Ajula Farming 
Madya Pradesh, India, the Government 


into buying ammonia 


Group 
press 
ured the co-operative 
even though the 
A large quantity of ammonia sulfate 


sulfate co-operative had no 


use for it 


had been purchased at a discount and the 


Government had been unable to sell all of it 


Many villages in Tanzania faced a similar 
situation under the National Maize 
through Government Zealousness in the 


Programme 
indis- 
criminate promotion of fertilizer 
(vi) Preconditions for an effective marketing 
system 

A successful marketing strategy requires more 
than creation of co-operative marketing institu- 
tions. A far more broad based and positive role 
is required of the public sector than currently 
followed by most governments. Because a large 
part of the pricing marketing 


arises from inadequate infrastructure 


and problem 
shortages 
of production and irregular government pricing 
investment in roads, storage facilities 
development and improved market 


required. The 


policies 
technology 


intelligence systems are more 


essential commodities such as cereals, oil seeds 
or milk greater government 
involvement in pricing 
than 


vegetables 


much 
distribution and market 


may need 


intelligence would commodities such as 


fruits and Greater government 
regulation of marketing practices is also necess- 
indicates that standardization of 


fixation of marketing 


ary as evidence 
and measures 


charges and traders’ commissions, open auctions 


weights 
standard methods of payment and grading and 
improved market intelligence add considerably 
to the effectiveness of the traditional marketing 
systems.*° The relative emphasis on the various 
components of the market improvement pack 
age will of course vary depending on the stage 
of development of the country. For instance, in 
the Indian subcontinent where private trade has 
the emphasis would 
than on 
countries 


always been active 
have to be more on its regulation 
promotion. In many East African 
where private trade has in the past been operated 
mostly by Asians, promotion of a local trading 
community that is beginning to emerge would 
be necessary. There would also be much greater 
need for infrastructural development in many 
African countries than in the Asian subconti- 
nent, although the benefit 
investments is generally more favourable in the 


latter 


very 


cost ratio of such 


POOR 


For the outlined earlier, develop- 
ment of marketing co-operatives that deal with 
the subsistence activities of small farmers has 
gradual and combined with assurance of 


thei 


reasons 


to be 
necessary for 
private 

Asian 


co-opera 


the various 
Especially in ci 


prerequisites 


success yuntries where 
and efficient, i.e. in most 
African countries, initially 


confined to relatively short 


trade is active 
and West 
tion may 
term activies that are more commensurate 


SUC h 


best be 


cooperation 
(i) the establishment 


traditional forms of 
participation of farmers in 
and use of standard weights and measures by 
private 
mation on prices prevailing in other 


and (i) construction 


traders, (11) dissemination 


producing 


and consuming centres 


storage facilities where farmers may wish to 


store their produce for later sale, particular! 


such storage facilities are combined wit! 
ties for advanced credit a porti 
storage policy 


risks as well 


value of the produce ha 


would, however, imply 


as benefits. Purchase and sale of surpluse 


account of co-operatives may come later 
a more effective pricing system has bee 

lated, 
and 
and in trading 
skills initially 
approach 
marketing alternative in 
Where 

as in parts of East 
full-fledged 
strongly felt 


and managers are trained 
experience in marketing management 


small farmers possess such 


co-operative 
gain 
Few 
In the absence of such a gradual 
frequently become a 


CO-OpeE 


r 
slogan rather than in 
trade 1S not as active 


Africa the 


quickly is more 


practice 
need to develop 
co-operatives 
However, even in those countries 
racial factors frequently result 


made of the existing 


ideological and 


in much less use being 


traditional marketing systems than would seem 
justified if the objective is to improve the lot 


of the small producers 


AGRICULTURAL CREDII 


(a) Factors affecting small-farmer productivity 


and credit repayment 


Experience indicates that small farmers have 
borrowed funds in adopting 
How- 


greater need for 
new innovations than do larger farmers 
considerable evidence has also accumulated 
much 


This applies as much to 


evel 
that small 
institutional credit.?’ 
credit co-operatives as to commercial banks and 
although 
with 


farmers have less access to 


government finance corporations, 
existing fully 
the premise that productivity on large farms is 


Under traditional technology 


evidence is not consistent 


always higher 
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much more important 
often have higher 
farms. On the 


where labour 
than 


yields per 


other hand 


input 1s 


capital, small farms 


acre than do large 
once new technology is introduced 
productivity differences may frequently shift in 
favour of large farms. To a considerable extent 
results from differential access to 
and technical know-how, and _ the 


reinforcing effect of these two factors 


the reversal 


mutug 

xtension 
argely with 
sult of which 


instance, th 
work 


1 productivity. For 
services in most countries 


middle and large farmers, as a rr 
acquire better knowledge of new 
28 Even if the 
that 

later in 


account 


large farmer 


management practices political 
influence 
this 


because of 


financial considerations 


and 
credit 
section) are not taken int 
their greater access to technical know-how large 
ore able to qualify for institutional 
better cal knowledge also 
rtainty in the cultivation of 
varieties, whereas the financial staying power 
their ability to undertake risk is 
rably the case of large 


stribution (discussed 


larmers are 
Their 


reduces un 


credit techn 


new 


and, theretore 


ten cons greater 
farmers 

mall farms should 
rate of credit 


sity to consume, 


Lower oductivity on 


result i ywer repayment 


Becaust { their higher prop 


small farmers are also believed to divert credit 


to consumption far more than large farmers 
juent poor ability to repay loans 


however, 


with a cons 
Evidence SS a range of countries is 
contrary that small 
as 29 . , 
greater delauiters.* Ihe author’s 
that although diversion of 
widespread, it by no means greater 
small farmers; only the purposes 


he view farmers are 

review ol 
evidence idicates 
. dit is 


the case of 


for which it is diverted are different, with larger 


funds for industrial 


enterprises 


farmers using borrowed 


state and con- 

is consumption. Often small farmers also 
repay credit more promptly of their 
lesser ability to get away with overdues com 
pared to large farmers who wield substantial 
political influence.” And, of course, the higher 
repayment rate on small farms frequently 
reflects the potential to use credit for im- 
proving productivity and incomes of such farms, 
provided that credit is accompanied by a profit- 
able technological package, timely supply of 
inputs and properly working output markets 
Even consumption credit lent to small farmers 
has elicited a good response when these pre- 
Given the illustration 
by small farmers 


investments 


because 


requisites have been met 
of favourable performance 
what explains the unequal distribution of credit? 
What implications do these explanations have 
for the that the movement 


role co-operative 


can play in benefiting the poor through credit 


programmes? 
(b) Factors affecting credit distribution 
role of large 


and its 
benefits mainly to 


dominant 
management 


Ihe politically 
farmers in co-operative 
influence on allocation of 
large farmers have been well documented 1 it 
is reflected in their preponderant representation 
on boards of directors, and their frequent overt 

approval or promotion of credit 
with whom they 
affiliations 


role in the 
applications of individuals 
have kinship or political 
studies of co-operatives listed at the end of this 
that the ability of 
control is ex- 


Case 
paper indicate consistently 
large farmers to exercise such 
plained by their greater political involvement, 
higher level of education and greater commercial 
acumen, resulting in their greater understanding 
of the management issues and the means of its 
studies show that 
most other hand fre- 
quently cannot even read the credit applications 
that they have to fill in 
few il any 


The needs of the 


control These same case 


small farmers on the 
They are seen to attend 
meetings of the co-operative societies 
more commercial farmers in 
terms of the types of services they require also 
tend to be different from those of the subsist- 
conflicts of 
number of 


interests 


important 


ence farmers, creating 


There are, however, a 
financial and economic considerations that re- 
inforce these tendencies towards unequal access 
to resources 

Because of the small size of individual loans, 
unit cost of lending to small farmers is greater, 
particularly as the constraint on the trained 
manpower to administer credit in most develop- 
Credit insti- 


otherwise 


ing countries is usually severe 
tutions, co-operative ofr 
therefore have a tendency to minimize demands 


on administrative manpower by making large 


whether 


loans as often as possible 
usually have little 
control technology development, market 
prices timeliness of input supply, all of 
which are influenced by government policies 
outside the co-operative system. The actual 
repayment rate on small farms is therefore 
frequently much below the potential, thus 
increasing the unit cost of recovering credit 
from farmers, in addition to the high 
costs of distribution 

On the other hand, major portions of the 
funds loanable to credit institutions are usually 
provided by the central banking organizations 
and not generated internally. The organizations 


Co-operatives or no 
over 


and 


small 
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expanding credit most rapidly are therefore 
often the greatest beneficiaries of the supply of 
loanable funds, although the repayment record 
is not necessarily better by lending to large 
farmers 

Ihe nature of the 
credit institutions reinforces the large farmer 
bias. The higher unit making small 
loans is often the justification for subsidizing 


However, it is feared that 


subsidies provided to 
cost ol 


institutional credit 


subsidies directly linked to the cost of lending 
to small farmers may reduce the incentive for 
credit organizations to minimize their costs of 
such lending or to improve repayment on small 


farmer loans. Subsidies are, therefore, provided 
to support overall budgets of credit organiz- 
ations, as for through interest 
structures. The cheapening of credit that results 
from such leads to an even 
interest among large farmers to control its allo- 
cation in their favour, given that institutional 
credit is already attractive to large farmers 
because of capital scarcity 2 


instance rate 


policies greater 


(c) Preconditions for an effective credit 
system 


Given these various constraints, it is unlikely 
that co-operative credit organizations would 
lend to lower-income, small farmers unless one 
or several of the factors listed later are operat- 
ive. For instance, if there are positive financial 
incentives, through 
directly to costs of lending to small farmers, 
there would be a greater incentive to make small 
loans. The Kenyan co-operative movement has 
requested precisely such subsidies from Govern- 


selective subsidies geared 


ment before it would move extensively to lend 
farmers in the Western and 
MyanzZa provinces. Such incentives may even be 
combined with punitive credit 
institutions do not allocate a certain share of 
their resources to farmers. The Indian 
Government has followed this policy since the 
nationalization of banks 
require a national commitment to reaching the 
poor and involve policy decisions that lie out- 
side the scope of co-operatives. They also go far 
pragmatic European concept of 
co-operation based on self-help and mutual 
benefit, discussed earlier. Nor are such measures 
administratively easy to implement, as target 
groups have to be carefully identified and 
benefits to them have to be monitored on a 
routine basis if there are to be no abuses of the 
system for the benefit of the rich. Both these 
tasks are highly demanding of administrative 


to low-income 
measures tif 
small 
these steps 


However, 


beyond the 


manpower and political goodwill even if com- 
mitment exists at the top. Besides, if selective 
subsidies are not combined with other related 
steps, such as technology development and 
price incentives, small farmers may not borrow 
credit. Or even if they credit, credit 
programmes may become yet another, though 
rather inefficient, way of subsidizing the con 
sumption of the poor as investments would not 
yield much return. Subsidies are also difficult 
to withdraw politically, particularly if they 
have not been effective in improving incomes 
Change in the land tenure structures, which 
reduces disparities farm 
curred in China and Cuba and earlier in Taiwan 
and Japan, would in itself encourage a more 
broadbased distribution of services as it would 


borrow 


among $1Zes, aS OC 


reduce the differences in the costs of lending 
among farms, as well as reducing the status and 
other benefits that go with 
farmers in situations of inequalities. Of course 
the smaller the initial disparities in farm sizes 
the smaller are the cost effectiveness and the 


assisting large 


various social and political rewards involved in 
reaching large farmers, and, therefore, the lesser 
be the need for a land reform. In any 
land redistribution 


scope of the co-operative 


would 
case a policy of also lies 
beyond the 
ment 

Credit institutions also have to reduce costs 
of lending to small farmers by simplifying 
lending procedures. Co-operative institutions 
are not only geared to individual gain, but also 
oriented to highly individualistic principles of 
creditworthiness and ability to repay, albeit 
paradoxically. The requirements of downpay- 
ment and proof of an individual’s land rights 
to ownership or to tenancy which are used to 
ensure repayment are at best administratively 
demanding and, at worst, impossible for many 
small farmers and tenants to meet, particularly 
as these requirements seem to be less important 
in determining motivation to repay 
than are factors such as political power to get 
away without payment and profitability of 
investment 

As the experience of the Wolamo Agricul- 
tural Development Unit in Ethiopia indicated, 
this is one of the many reasons why group 
responsibility for screening applications and 
ensuring repayment has at times been 
sidered a better alternative than individual 
criteria of creditworthiness.** If properly devel- 
oped, group lending can permit savings in credit 
administration, while at the same time provid 
ing scope for active grassroot participation and 
delegation of responsibility to low-income 
farmers. The extent to which the group approach 


move- 


farmers’ 


con 
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is successful would, however, depend on the 


social cohesion and economic homogeneity of 


he groups. (¢ 


pen men 
And 


constitute an 


operatives with 


oy these advantages 
co-operatives 


' h pe 


in ne ¢ perative move 


and the 
rm 
factors 
motivation 


I govern 


wth of co 
qualitative 


against 


CSSUTIC 
poor and the 
quiremen I \ ar a} 


Sul } Various uml 


mventional co-operatives 
UP approach 


contiict considerations 


ps have small enough for 


*} 
work actively in 


tual pressure to 


otner 
take 


ul 


brief time spurts quire little 


and are usually gear 


lucing drudgery 


ind are directed 


prodquc vilty 


and incomes over 


pre 
run. Therefore 


even if membership 


groups based on traditional patterns of 


parti ition, entirely new concepts of financial 
1 technical administrative 


management anc and 


effectiveness have to be imparted to villagers 


} 


if the group approach ts to be successful 
? r’? 


Traditional forms of mutual exchange may 
so be based on more hierarchical relationships 
than is usually recognized. Consequently even if 
there is considerable apparent social cohesion in 
a traditional interventions made to 
facilitate development may 
ate traditional patterns of 


changes and behaviour in a mann 


society 
frequently exacer 
obligations, ex- 
*r that results 
inequity and exploitation by the 
elite illustrated by the fact that in 
African formation of credit groups 
involving tribal chiefs has often resulted in the 


i great 


Ts 


This is 


countnes 


credit going largely to the various members of 


the chiefs’ clans, and relatively little to small 


farmers 
Where socio-economic differentiation in 


traditiona cieties is acute as in parts of 
r to the political change in 1974 
yf Latin America 


even feasible, as it is viewed as a 


group approach 
ocal socio-economic structure 
formed with external assist 
both in Latin America and 
that they do not work effectively 


Even if groups are 
ance 
Atrica shows 


or last long.” For the 


eA pe»rience 


group approach to be 


successtiu such situations, redistribution of 


socio-political power often has to be the first 


step, wit! ibstantial emphasis on development 


of technology, physical infrastructure, effective 
1 marketing 


rent 


pricing policies and establish 


ment I management systems as the 
next steps 
It is 3 important to 


if the gr 


recognize that even 


approach is effective in reducing 


equity in one >, it implies inequity in a 


different instance, if some members 


ot good managers 


cannot repay 
enterprising better 


managers lisqualified for further assistance 


rhis is one the general lack 
- 


reasons for the 
of spontaneity in the formation of groups 


Difficulties are also encountered in the yn 


nuatior fa ere al yach differentia 


' 
once 


‘ 


begins needs of 


more com 
mercial farmer o differ trom those ol 
ynflicts 


the subsistence farmers, resulting in < 


} -P ~e ¢ _ D 
in the use of resources over time 

various reasons external initiative 
S$ necessary to promote grassroot participation 


phasized most strongly by the 
Anand Dairy 


is combined with 


i point 
management of the Co-operative 
an understand 
that are 
participation 
protected 

type 
institutions 


If paternalism 


ing of the various factors essential to 


achieve effective local and if 


institutions are from 


influences of the 


local political 


discussed earlier, viable 


grassroot may be developed over 


time to benefit the poor However this is a 


slow process. Nor is its replicability ensured ona 
preconditions fre 


weaknesses of the 


large scale as the 


quently vary 


necessary 
One ofl the 
movement has been the difficulty 


in reproducing qualified leadership on 


co-operative 
a large 
scale for this very demanding task, as a result 
of which even after several years of operations 
there is usually little element of self-help either 
in administrative or financial terms in most co 
operative organizations. And even though co- 
operatives are frequently no more than another 


governmental bureaucracy, their operations are 
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influenced by the political inter- 
more autonomous agency may 
other political 


influences, if there is adequate national commit- 


substantially 
ests. A 
on the 


central 


hand be free of such 
ment to reaching the poor, although it would 
not necessarily be endowed with better leader- 


Unlike the 


agency 


ship or more effective management 


co-operative movement, such an 


also be sufficiently 


may 
large to have an integrated 
approach with respect to the related constraints 
including land avail 
development, credit and 
lo the extent 


small farmers 


technology 


faced by 
ability 

input supply and pricing policies 
possible, the field operations of such an agency 
supported by a highly 
that is geared to the 
economic technical 
yf the particular groups. It 
not to formalize these 
until they have the ability 
of lower-income groups effectively 


may be flexible group 


approach specific socio 


and needs and potentials 
would be desirable 
groups into co-operatives 


to tackle problems 


6. PRODUCTION CO-OPERATIVES 


(a) Factors influencing promotion of 


production co-operatives 
organiZz 


marketing or credit 


benefit only those who cultivate 


Agricultural 
ations directly 
Their benefits 
to the extent 


land and have a marketed surplus 
marginal, only 
services to the 


to the landless are 
that 
classes 


employment of the 


provision ol cultivating 


leads to increases in productivity and 
Production co 
hand, frequently 


land to the land- 


landless 
operatives are, on the other 


associated with allocation of 
less through reclamation or settlement schemes 
from large land- 
land 
quently to maximize the use of existing physical 
infrastructure that is 
farming. There are 


production 


or involving appropriations 


owners in the course of a reform fre 


geared to large-scale 
which 
fol- 
invest 


Situations in 
co-operatives are introduced 
land and related 
ments in land development, and in 
communal landownership in which cultivators 
are persuaded to into group farms.” 
Although ideological concerns for equity and 
participation frequently lead to 
there 


also 
lowing consolidation 


areas ol 
move 


grassroot 
promotion ofl 
are also a number of pragmati 
that explain the attraction of production co- 
operatives to policy-makers, including savings 
arising from the delivery of 
rather than to individual farm families 
rapid dissemination of new agricultural tech- 
nologies through interaction, exploi 


production co-operatives 


considerations 


services to groups 


more 


group 


POOR 


tation of 
nology 


economies in the use of lumpy tech- 
farm 
under 


facilities or 


effective use ol 


such as irrigation 
mechanization, more 
increased production and 


employed labour 


greater social control over marketed output 
(b) Factors affecting performance 
production co-operatives 


Not 


consistent 


all these objectives are always mutually 


For instance, agricultural mechaniz 
ation and increase in the use of underemployed 
achieved simultaneously only if 


labour can be 


individual production 
compensated by the ad 
that 


through increased yields of the various 


labour displacement in 


tasks is than 


ditional 


more 


employment may be generated 


either 


crops grown or through additional cropping 


r 
mechanization.*! Al 


that may be facilitated by 


though mechanization frequently leads to in 


creased labour use on private holdings, on 


group farms ii is often labour-displacing be 


cause of poorer management and less intensive 


resource use. Participation in decision-making 


is also not always consistent with the use of 


lumpy technology as mechanized or irrigated 


farming often be centralized in manage 


42 


may 
ment 


As small-scale, individually cultivated farms 


can be highly productive, as illustrated in Japar 


and Taiwan rall saving of resources throug! 


co-operative farming is possible only t the 


extent that savings arising from group delivery 


accompanied by a reduction 


esources used in group 


of services are not 
in the efficiency of the 
With 


generating 


production 


objective of 


less efficient production, the 
marketed sur 
although that 


greater 
pluses may also not be realized 
of equity may be achieved 

rhe 


operative farms compares favourably 


extent to which productivity on co 
with that 
function of incent 
management efficiency and availability of 


Arriving at an 


on individual holdings is a 
ives 
profitable technology elfective 


incentive system is almost always a problem 
on co-operative farms as the motivation to pro 
vide the labour necessary for high productivity 
requires that wage payments be commensurate 
the quality and quantity of the 
input. On the other hand 


to individual enterprise 


with labour 
emphasis on reward 
carried to an 
extreme can create income disparities even if 
none initially existed 
Mainland 
the few countries adequate work 
point appears to have evolved after a 
prolonged period of trial and error. In China a 


when 


thus defeating the equity 


objective China seems to be one of 


where an 
system 
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combination of equity and incentive consider- 
ations seem to have led to minimum wage pay- 
ments with an additional share in the 
surplus according to the quantity and quality of 
an individual’s labour contribution. The appar- 
ent substantial flow of labour into communal 


along 


farms in China seems to be encouraged by a 
combination of three additional factors 
political means oriented to meeting national 
objectives to mobilize labour, the 
social recognition enjoyed by individual com- 
munes, and the decentralization in decision- 
making that has encouraged participation of 
peasants in working out work-point systems 
suited to their own specific communal needs 
There also seems to be a greater willingness in 
China than is generally acknowledged to accept 
intercommunal and interre 
as to retain surpluses with producers and thus 
to provide incentives.** There thus appears to 
be a greater tendency to 
the agricultural sector through input and out- 
put pricing and distribution than is apparent in 
other developing countries. Although the lack 
»f data on China makes it difficult to make 
more meaningful comparisons, most other 
countries seem to have failed in providing an 
effective combination of such prerequisities 
In the absence of both economic 

political rewards, constraints on individuals to 
earn their income potential is one of the major 


use of 


associated 


gional disparities so 


transier resources into 


and socio- 


factors why in most developing countries 
among all types of production 
co-operatives usually receive the least voluntary 
support from farmers.“ This 
usually also reinforced by the fact that in most 
developing countries co-operative farms operate 
side by private farms, in which situ- 
ation the choice of individual land cultivation 
seems more attractive 

In organizing production co-operatives, if 
land and other productive assets are individu- 
ally held and if asset ownership among mem- 
bers is unequal either in quality or quantity, 
this poses additional problems in developing an 
incentive system and in management and con- 
trol of the co-operative. Pooling of different 
types of individual holdings has various advant- 
ages including spreading the risks of crop 
failures and enabling production of a greater 
range of crops. Determining returns to the 
various assets and their different shares owned 
by members, however, poses problems leading 
to conflicts between the objectives of equity 
and incentives. Differential ownership of assets 
also creates management problems and prob- 
lems related to broadening participation in 
decision-making, as the members who own 


co-operatives 


reluctance is 


side with 


most of the capital usually attempt to acquire 
political control, whereas mainly 
contribute labour can be reduced to a role of 
no more than paid labourers. In such situations, 
the day to day management of group farms, 
involving decisions as what to produce, when 
and what steps are to ensure high 
productivity, is either neglected or gets relegated 
government-appointed managers 
with little member participation 
which have discouraged 
Tanzania from joining co-operative 


those who 


essential 


to external 
It is these sets 
of concerns small- 
holders in 
farming in Ujamaa villages.* 

If group farms landless 
or low-income subsistence farmers, their recep- 
tivity to the of co-operative tarming 
may be greater because of 
and 
pation oiten 
unlike the 
holders 


involve labourers, 
concept 
the access to land 
services that such partici- 
On the other hand, 
successful individual land- 
labourers and subsistence 
farmers traditional technology usually 
bring few managerial skills to group farms. 

The degree of government 
affects efficiency of resource use 
technology and management 
Group farms often tend to overcapitalize both 
with similar privately-owned 
farms and from the point of view of efficient 
Much of the capital is often pro- 
outside, whereas the incentive to 
adequate share of the surplus to 
investment is frequently limited both because 
of low productivity of group farms and because 
of the motivation to acquire the maximum 
share of the surplus for immediate personal 
consumption. A high degree of capitalization 
frequently substitute for 
management or improved varieties of crops that 
respond well to fertilizers 

Despite the substantial injection of external 
resources, the repayments of credit or contri- 
butions to marketed surpluses may often be 
poorer on group farms, particularly if the pro- 
duction activities consist largely of traditional 
subsistence crops, involving labour-intensive 
techniques, and decentralized management, in 
comparison with situations of high-value cash 
crops with demonstrated profitable technology, 
using modern methods of cultivation and cen- 
tralized management 


other welfare 

promises 
more 
landless 
using 
assistance also 
choice of 


elfectiveness ol 
in comparison 
resource use 


vided from 
allocate a 


becomes da good 


7. SUMMARY AND IMPLICATIONS FOR 
FUTURE ROLE OF CO-OPERATIVES 


Despite differences in the stages of develop- 


ment, evidence from Asia, Africa and Latin 
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America indicates that the limitations of co- 
operatives in reaching the poor arise from a 
rather consistent set of factors. This means that 
the principles of co-operative development have 
to be equally consistent across the developing 
world, although the relative importance of in- 
dividual factors would depend on the specific 
circumstances of individual countries. For 
instance, for the reasons discussed in this paper, 
the principle of differential unit cost of pro- 
viding services to the poor in comparison with 
the rich applies universally. The greater the dis- 
parities in the distribution of income and 
wealth, the greater are these differences in costs 
The extent to which co-operatives can benefit 
the poor, without a redistribution 
therefore depends on the extent to which these 
greater costs are met by direct subsidies for 
this purpose, assuming that political forces do 
not come in the way of reaching the poor 
Also for the this paper 
the principle applies universally that generalized 
subsidies geared to reaching all social classes 
including the poor, by and large reinforce the 
resources away from the 
similarly where 


of assets, 


reasons discussed in 


allocation of 
However, equally 


poor 


income in- 


equalities are not acute, targeting programmes 


towards the poor is also politically difficult 
and administratively demanding 

The cost of reaching the poor is minimized 
and the conflict between growth and equity is 
resolved, only to the extent that the resources 
directed to the programmes for the poor are 
used effectively and increase their productivity. 
Further, the effectiveness of the resource use 
depends on the various internal and external 
factors that affect the performance of the co- 
operative movement. Co-operatives are fre- 
quently based on an inadequate knowledge 
both of the actual constraints faced by the poor 
and of the steps needed to alleviate these con- 
straints. As a result, there is rarely a critical 
examination as to whether co-operatives are 
the most appropriate institutions to tackle 
these constraints and, if so, the prerequisites 


NOT 


1. See Michael Lipton (1977) for an analysis of the 
urban bias as it perpetuates poverty in developing 
countries 


2. For a discussion of the relationship between de- 
centralization and subsidies in the Ujamaa policy in 
Tanzania see Lele (1975), Chap. 9, pp. 151—161. For 
some case studies outlining the dependence of co- 
operatives on Government subsidies see Government 
of India (1976), especially the discussion on the 
Keselkelti Group Co-operative in Bombay and the 


necessary for their success. Leadership, manage- 
ment, experience and technical know-how — all 
of which are crucial for co-operative organiz- 
ations to be effective receive relatively little 
emphasis in co-operative development, in com- 
parison with a rather amorphous and 
directed concept of existing grassroot organiz- 
ations and of their potential for promoting 
participation and democracy 

There is often an inadequate appreciation of 
the external factors which have a profound 
impact on the extent to which institutions 
whether in the private, public or the co-operative 


mis- 


sector can function effectively, particularly 
in reaching the poor. These include government 
policies with regard to agricultural pricing, 
input distribution, technology, infrastructure 
development and regulatory functions. The lack 
of prerequisites in these various areas is com- 
bined with an inadequate understanding of the 
way emphasis on decentralization and grassroot 
participation can defeat the equity objective by 
vesting power in the hands of the rural political 
elite. The greater the inequalities, the greater 
are these conflicts. In such situations it would 
appear that a centralized, paternalistic 
approach may be more effective than traditional 
co-operatives, provided that it is more sharply 
focused on identifying the internal and the 
external constraints of the type listed earlier as 
happened in the early 
development. In following this approach, the 
emphasis would have to be 
relatively simple forms of co-operative activities 
and particularly on substantial training of the 
rural people to actually carry out planning and 
implementation of programmes, with the necess- 


more 


stages of Taiwanese 


on small groups, 


ary external support to make these programmes 
productive. In this context the high 
literacy rate in Taiwan in the early 
development, compared to most current devel 
oping countries, may 
important contribution to co-operative develop- 
ment 


very 


Stages ol 


have been a particularly 


ES 


Taya Akule Farming Group Co-operative in Madya 
Pradesh. Also see Redcliff (1976) for an analysis of 
subsidies in Ecuador 


3. See World Bank Sector Policy Paper (1975) fora 
discussion of absolute and relative poverty as well as 
for data on poverty levels in selected countries. Also 
see Chenery ef al. (1975) for further discussion on 
poverty and income distribution 


4. In Andhra Pradesh and Tamil Nadu states in India, 
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tirst-round 
listributi 
bution on 


24. See World Bank Report (19 


lanulac 


; 
listribution 


nment of India (1976) 
liscussion see Lele (197 1a) 


umentation 


see Lele (1974) 


exercised by large 
perativ ganizations sec Apthorpe 
969), Inayatullah (1970) and UNRISD 


d (1974), pp. 28—30, for a discussion o 


lites influence allocation of credit in 


‘ 


9/S5a), Chap. 5 

34 I I | il | the prot 

quantitative rather than qualitative growth sec 
(1970, 1971) and Widstrand (1970), and espec 
Hyden and McAusten, pp. 61—120. Also Lele (1975a) 
Chaps 4 and 8 


15a), Chaps 5 and 


35. See Migot Adholla in Widstrand (1970). pp. 17 
37, for an analysis of the viability of traditional co- 
operation and co-operative organizations in modern 


Apthorpe (1970) for an analy- 


Sa). Red-tape and delays in obtaining 


problems encountered in co-operat 


This is often due to unqualified 
Sec co-operatives Also see 
sis « 1 new co-~«peratives in Bassa Region, 


management nplicated lending procedures 


Dao (1975) and Ahmed (1974). For an analysis of the 


-operative credit by Cameroon 


reasons for underutilization of 
small farmers see Williams (n d.) 
36. See Hyden in Widstrand (1970) pp. 61—81, for 
or further discussion see Lele (1975 5 an analysis of the effect of local culture on the imple- 
mentation of co-operatives 


ur further discussion sec Lele (1975b) 
37. See Borda (1969) for an analysis of the interclass 
conflicts and their effects on co-operative develop- 
ment in Latin America. Also see Apthorpe (1970) for 
examples of the effects of economic, political and 


20. This does not mean, however, that the pricing of 
inputs is easier than that of agricultural produce as 
frequently complex questions related to levels and 
timing of subsidies are involved. See Lele (1975a). ideological p 


; 


Chap 4. for a discussion of issues related to input 


ressures On Co-operatives in Africa 


38. The nflict between the middle-class peasants 


4 Lit 


subsidies 
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and poor farmers was a major problem in China in the 
initial period subsequent to the revolution. To counter 
these conflicts the 
prises and established a system of rewards into which 


government specified the enter- 


the interests of the more prosperous peasants could be 
channelled. See Shue (1976) for an anlaysis of this 


system 


unable to utilize modern farm 
plants to their advantage 


39. Small farmers are 
equipment or 
they try to 


processing 
Therefore, prevent the expenditure of 
valuable resources on such items. On the other hand, 
larger farmers can benefit from such facilities and thus 
have an interest in diversification of co-operative 
activities in these directions. See Borda (1969) pp 
3034; and Apthorpe (1970), pp. 207—360 


40. For an analysis of different types of production 
co-operatives see Dorner (1977) 


41. For a discussion of mechanization and its impli- 
cations for employment see Lele (1975a), Chap. 3 


POOR 


42. For a comparative analysis of the organizational 
aspects of with 
mechanization see Apthorpe (1970), pp. 287—360 


co-operatives different degrees of 


43. For a discussion on the Chinese co-operative sys- 
tem see Stavis (1975a) 


120, 


and 


44. See McAusten in Widstrand (1970), pp. 81 
interesting analysis of co~«wperative law 
attempts by co-operative organizations to satisfy the 


for an 


peasants’ desire for land while at the same time aiming 
to exploit the economies of scale from pooling of land 


45. For further discussion see Lele (1975a), Chap. 9 


46. For consequences of co-operatives formed around 
landless labourers with little technical know-how see 
Government of India (1976) especially the Keselketti 
Group Co-operative and the Vihad Rehabilitation Col- 
lective Farming Colony. Also see Cooperative League 
of the United States (1969) 
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Income Distribution, Basic Needs and Trade-Offs with 
Growth: The Case of Semi-Industrialized 
Latin American Countries 


MARCELO SELOWSK Y* 
The World Bank, Washington, D.¢ 


Summary. Chis paper addresses income distribution issues and policy options to eliminate ex 
treme poverty in a particular typology of middle-income semi-industrialized developing coun 
tries of Latin America. The countries included in the typology are characterized by a relatively 
high per capita income (above US5700/yr in 1977), a relatively high degree of industrialization 
(industry representing over 30% of GNP), a rather large size both in population and area, and 
relatively well endowed resources in agriculture. A distinctive feature is a strong inequality in 
the distribution of income and wealth relative to other countries of similar levels of per capita 
income. The countries included are Brazil, Colombia, Ecuador, Mexico and Peru, representing 
two-thirds of the population of that region 


POVERTY AND INEQUALITY the poverty group ranges from 58% for Colom- 
bia to 82.7 for Peru. Brazil’s figure falls 


This group of semi-industrialized developing between 64.3 and 9 whereas the Mexico 


countries has experienced an impressive growth figure is approx. 75 In several countries 
during the last decades, GNP per capitareaching rural poverty is associated with particular 
3.8 per annum. Mean per capita income _ regions; in the case of Brazil half the families 
reached $1168 in 1977 (Table 1), mean life ex- in the poverty group are located in the rural 
pectancy reached 60 yr and mean calorie con Northeast, and in the case of Peru, in the 
sumption has become equal to the per capita Mancha India 
calorie requirements These figures exaggerate the 

What is striking is the coexistence of these of rural households because he reported 
high means with an extremely unequal distri- income figures must be corrected by different 
bution of these welfare indicators across the price levels, particularly those of food. In the 
population, i.e. the problem of inequality. In 
spite of high mean levels of per capita income 


his paper is a condensed version of ‘Balancing trick] 
almost 28% of the population suffers from a This pape es inc c 


down and basic needs strategies’, World Bank Staff 
Working Paper No. 335 (1979). It was prepared as a 
more children, 36% of all children suffer these pa -hormund study for the World Bank’s World Devel 


caloric deficit. Because poorer families have 


caloric deficits (Table 2) opment Report (1979). That report addressed 

The same can be found for welfare indica- structural transformations of middle-income devel 
tors other than income. In Brazil, differences in oping countries and policies to pursue the twin obj¢ 
life expectancy of 21 yr are found between the _ tives of growth and poverty alleviation 


poorest groups in the rural Northeast and the Several people provided valuable comments during 
the preparation of this paper. Sebastian Pinera com 


+} 


richest groups in urban areas. In Mexico, infant 


mented on an earlier draft and provided important 
mortality per 1000 live births ranges between : - 


a a suggestions. Conversations with P. Isenman, B. B. King 
39.2 for the richest states and 105.9 for the P Knicht. C. Llucl lr. N. Srinivasan, L. Squire 
poorest In Ecuador it ranges from 45.5 to M. Urrutia. J. Villarzu. R. Webb and other colleas 


ues 


112.1 in the Bank are g fully acknowledge 
Most surveys indicate that when households 


{ 


none of them is responsible for remaining 
are classified by per capita household incom« The views and interpretations in thi 


} 


most of the poorest 20—40% of families live in of tl suthor and should not 
rural areas. The share of rural households in rid Bank 
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Per capita income and growth rates 
Growth rates (1960—1977) 


, 

Population Per capita GNI 
1977 income 7 per capita 

(millions) (dollars) (%) 


116.1 1360 

24.6 720 

Ecuador 3 790 
1120 

840 


NMwNwNwne & 


od 


(weighted) 1168 


World Development Report Il (IBRD, 1979) 


Table 2. Percentage of individuals with 


Country 


Brazil 
Mexico 
Ecuador 
Peru 
ColomDia 


Average 


Source: M. Selowsky, ‘Balancing trickle down and basic needs 
strategies’, World Bank Working Paper No. 335 (June 1979) 


case Peru, such adjustments lowered the per- subsistence farmers of distinct ethnic back- 
centage of rural households in the poverty ground. ‘Subsistence farmers are mostly Indian, 
group to 59%.’ The use of differential poverty Quechua or Aymara speaking, and in 196] 
lines provided by ECLA for urban and rural about 70% were illiterate. Their principal source 
areas show that approx. 60% of households in of livelihood was on the average about 0.9 ha 
the poverty group are rural.” of Sierra cropland, three heads of cattle, and 
How are these households linked to the some other livestock. Most earned some cash 
urban and rural economies? What are their income by seasonal labor on larger farms or 
sources of income? These are important ques- occasional sales of livestock products."? In 
tions for identifying points of policy inter- Colombia, approximately half the rural house- 
vention. Ideally, one would like to classify holds in poverty are small producers, the rest 
rural households according to the relative landless labour. Nevertheless, even small pro- 
importance of their share of income from ducers received at least two-thirds of their 
ownership of land, sharecropping and the pro- earnings as wage labour in larger farms.* 
vision of wage labour to other farmers. Because In contrast to Peru, where most rural poor 
the typical population census or household sur- are subsistence farmers, the evidence for Brazil 
vey from which these poverty groups are con- shows that most of the poor are landless labour 
structed usually does not provide this data, According to the SUDENE-—IBRD survey in 
sectoral (ic. agricultural census or urban Northeast Brazil, only 1.7 million of the 6 
employment) surveys must be used to derive million rural labour force (heads of house- 
this information holds plus working family members of land- 
Scattered evidence tends to show that the owners) own land. Of this 6 million, ‘about 
mixture of sources of earnings for the rural three million have no access to land, and sub- 


poor varies considerably in the countries sist on temporary employment or scrounge 
explored. In Peru, 80% of the rural poor are out a living on lands so poor or remote that 
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they were not captured by any of the censuses, 
cadastral survey or the SUDENE—IBRD survey 
These three million and their families constitute 
the hard core of poverty in the Northeast. Most 
landowners (even if they own only two or three 
hectares of poor land), sharecroppers, renters 
and permanent workers, realize real incomes at 
or above the absolute poverty line, but the 
remaining persons presumably do not, and this 
situation is easily traceable to their lack of ac- 
cess to land.”® 

This that 
cannot be characterized by a single, simple 
occupational classification. Small farmers do 
not seem to represent the core of rural poverty, 
as is usually believed. Landless labour is at 
least equally represented in the poverty group, 
and wage earnings represent an important com- 
ponent of income, even in the case of 
sistence farmers. This has important policy im- 
plications, as will be seen later 

Iwo patterns seem to emerge from the data 
on the urban poor: most poor are located in 
non-metropolitan areas, particularly in small 
towns; about half of them are associated with 
commerce and the service sector. Depending on 
the country, between half and two-thirds of 


evidence shows rural poverty 


sub- 


heads of households in the poor families are 
salaried employees, the rest self-employed 


There is no single relationship between 
unemployment status and households in 
poverty. Open unemployment does not seem to 
characterize the households in the poverty 
group. A recent study at ECLA shows that 
most heads of households in the poverty 
group are employed, although a large percentage 
of them are underemployed, working fewer 
than 39 hr a week, and are willing to work ad- 
ditional hours.® 

The evidence indicates that relative income 
inequality has, at best, remained constant over 
these long periods of sustained economic growth 
Although the fraction of people in poverty has 
declined, the force of population growth has 
resulted in a constant absolute number of peo- 
ple in poverty. In Latin America, 100 million 
people live and will remain in absolute poverty 
during the next two decades. What is of interest 
is that despite a constant number of poor, the 
economic capability of solving the problem of 
poverty has increased substantially. 

Let us define as the poverty line the per 
capita income at which families purchase an 
amount of food yielding the required amount 
of calories. Therefore, we can define as the 
aggregate income gap the fraction of GNP that, 
if transferred to households below that poverty 
line, would lift these families to that income 


line. This income gap amounted to 8% in 1960, 
4.5% in 1970 and 3.0% in 1976 (see Table 2).’ 
The above figures clearly show that in these 
countries poverty is, and will increasingly be, a 
purely distributive problem rather than the 
result of a lack of aggregate resources. Elimin- 
ating extreme poverty while maintaining a high 
growth rate should be feasible. It is the option 


explored in this paper 


AREAS OF POLICY INTERVENTION 


Areas of intervention for poverty alleviation 
are grouped here into three categories. The first 
includes the elimination of distortions that are 
stronger trickle-down effect of 
growth; its objective is to increase the employ- 
ment content of growth. The 
refers to investment policies to 
endowment of human and physical capital of 
the poor. Here we are only interested in high- 
yielding investments, namely, that are 
good for the poor but also for the growth rate 
Both sets of policies have two features. First, 
they increase the welfare of the poor by in- 
creasing their earning capacity. Second, they do 
not impose a trade-off between distribution and 
growth or efficiency. On the contrary, they can 
benefit both equity and growth 

rhe third area is ‘basic needs’; poverty allevi- 
ation must also be measured by welfare indica- 
tors other than income. Increases in health 
status, life expectancy and civic participation 
depend on the consumption of goods and ser- 
vices like food, health, housing and minimum 
education. Analytically, it is convenient to 
separate this area from the second area of inter- 
vention: first, they might not represent a ‘good’ 
investment and, their consumption 
might not rapidly respond to the increase in the 
income of poor families; in other words, the 
first and second options do not automatically 
guarantee the ‘basic-needs’ objective of poverty 
alleviation 


adverse to a 
second area 
increase the 


those 


second, 


(a) Policies without trade-offs: eliminating 
distortions that are adverse to both employ- 
ment and growth 


(i) This section reviews policies to eliminate 
those distortions that not only have, by defini- 
tion, a negative effect on output, but also ad- 
versely affect employment. Of special concern 
is the employment generation effect of GNP 
growth, because it is the basic mechanism by 
which economic growth trickles down to the 
poverty groups 
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Although distortions are the result 
of historical forces unrelated to public policy 


been policy-induced and, ironically, 


some 
most have 
were initially conceived to improve income dis- 
The centra 


introduced 


g 
tribution and employment growth 


nere s fnhat the distortions 


result of the objective per se but 


policy instruments selected to 


Thus, the trade-off between these 


onomic efficiency was the out- 
come of choosing the wrong instruments rather 


Hyectives ande 
than an inherent incompatibility between them 

Why these instruments chosen in the 
first place? Why were they not replaced by 
instruments capable of achieving the desired 
redistributive effects without efficiency 
The trade-off 
distributive 


were 


losses? 


The answer is fiscal expediency 
employment and 


between objec- 


tives, on the 


one hand, and economic efficiency 


d m having used fiscally 


mn the 
th Lit 


resulte 
The cheaper the instrument 
the higher the inefficiency generated in the pro- 
achieving a redistributive goal. The main 
this that, today, 
yuntries 


nstruments 


cheap instruments 


cess ol 


thrust of section is to show 
can afford 


therefore 


policy 
trade 


these cc expensive 


avoid such 


and 
sets of distortions that have adversely 
the employment generation effect of 
first, those that 
listorted the composition of output either by 
trade policies or by internal price policies; and 
secon those that have increased the relative 
( labour over and above the one corre- 
sponding to the relative abundance of labour in 


affected 


growth are have 


; 


the ec 
(ii) Trade 


nomy 
restrictions provide a different 
premium to the export sector (when they gen- 
erate one dollar’s worth of exports) than to the 
import-competing sector (when they substitute 
dollar's worth of imports). The distortion 
is defined by the end result of the policy: the 
import-substituting sector expands relative to 
the export sector and ends up by using more 
resources per dollar substituted than those used 
by the export per dollar generated 
through exports. If import restrictions are con- 
centrated in particular import-competing indus 
tries (those requiring higher protection) the 
import-competing without (or with 
small) protection also tend to be discriminated 
against 

Agriculture, either through its exports or its 


one 


sector 


sectors 


import-competing activities without protection, 
received most of the negative effects of such 
To the extent that its labour-intensity 
than that of the highly protected 
activities, the net effect on global 


policies 
is greater 
industrial 


employment is negative 

On several 
the 
to the 
why 


occasions employment creation 
objective of tariff protection policies 
industrial Ihe 
government chose such policies 


was 
arises 


exX- 


sector question 
One 
planation is that the positive and negative ef- 
fects on employment resulting from industrial 
protection are not symmetric in terms of timing 
New industrial activities 


or visibility emerge 


quickly when they are the result of tariff bar- 


the result of 
investors ofr 
national enterprises, i.e. the new 
has ‘latent’. The positive effects on em- 
ployment are immediate, highly visible, and 
concentrated in urban Urban labour 
usually has a stronger political militancy than 
rural The negative effects of such 
policies usually occur over the long run and are 
the mechanism is the exchange rate, 
which tends to than it would 
otherwise have, and the effect is spread across a 


riers; the barrier is simply 
with 


nego- 


tiations domestic multi- 
investment 


been 
areas 
labour 


less visible 
increase less 


large number of productive units and regions (it 
is less visible from a political point of view) 
Trade adversely affecting the 
agricultural sector have also been undertaken to 
keep consumer food prices below world prices 
When this is achieved by food import subsidies 
food 
producers go 
prices. A that 
without discriminating 
ducers involves a subsidy on total consumption 
independent of the source of supply. Obviously, 
this entails a larger fiscal burden than that of 
alternative instruments 
Unless consumption 


restrictions 


or prohibitions on exports, prices to 


domestic down below world 


policy lowers consumer prices 


against domestic pro- 


subsidies are used, 
policies to keep the price of food down will 
discriminate agriculture. The cheaper 
(fiscally) the instrument used, the less success- 
ful it is in reaching the objective without 
adversely affecting agricultural output 
employment 

(iii) Most countries place ceilings on nominal 
interest rates that, under inflation, yield low or 
negative real rates and strong excess demands 
for credit. Thus, credit 
pressure groups and to large enterprises where 
risk is minimal (interest rate differentials are 
not allowed legally so as to compensate for dif- 
ferential risks). Large enterprises in the indus- 
trial sector receiving that credit are perhaps the 
less labour-intensive activities in the economy 

Undervalued exchange rates and imports of 
capital goods without import duties are further 


against 


and 


becomes allocated to 


sources of a cheap use of capital, as are tax 


credits and tax exemptions for investing in 
‘backward regions’ 
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(iv) Minimum wage laws, social security legis- 
lation, and laws governing the stability of em- 
ployment have been typical interventions to 
increase the real income of labour.” Such poli- 
cies have been enforced in particular sectors of 
the economy, in registered and 
particularly in the 
labour skills, especially the 
legislation has become binding and thereby in- 
lo the extent that the 


demand for labour has some price elasticity 


enterprises 
urban economy. For some 


lower ones, this 


creased their real wages 


this increase has been achieved at the expense 
of a lower employment in these sectors 

From a political point of view, the room for 
this field is limited. Of 
ance is to avoid adverse employment effects as 


manoeuver in import- 
governments extend 
future to larger sectors of the economy 
agriculture and the informal urban sector, parti- 
cularly services 
coverage of these benefits without substantially 


wage legislation in the 


such as 
Ihe issue is how to increase the 


increasing the cost of labour to these other sec- 
tors 
Present minimum wage legislation and social 
security contributions cover only 
that in the modern 


a small frac- 
tion of the labour force, i.e 
this 


urban sector. Because sector uses more 


skilled 


union pressures, only a fraction of the 


labour and is subject more labour 
iremploy 
ment is bound by the minimum wage law (most 
workers earn a higher wage); the basic effect ofl 
such legislation is to increase the cost of labour 
through social security legislation, which sets a 
fraction of the 


traditional 


percentage contribution as a 


wage. Extending legislation to more 
such as agriculture and the informal 
urban sector, reaching 
higher labour-intensity, higher factor 
tution, and employing labour of lower skills 
Labour not covered by 


lowest wages and incomes 


sectors, 
implies activities of 


substi 


legislation has the 
only 8.5% of wor- 
kers covered by the social security system 
belong to the poorest quintile of households in 


the case of Colombia 


Table 3 


as a per cent of the wage 


Social security contributions 
1970 (%) 
Country Range 

Brazil 7—21.1 
Colombia 18.3 
14.5 
20.8 
13.0 


Ecuador 
Mexico 

Peru 

OAS Cuide lines for ichieving 
Maximum Employment and Growth in 


Latin 


Source 


imerica (1973) 


rhe employment effects of extending labour 
legislation, minimum wages coupled with 
social security contributions by) can 
be significantly more important than the effects 
of that present. Minimum 


wages increasingly become 


c mpiovers 


legislation in the 
will and 
larger fraction of the 


the joint effect of both minimum 


binding 
therefore much 


labour force 


cover a 


involve a 
labour 


wage plus social security will 
important 
presently demand 
higher in these new sectors, because of higher 
labour-intensity and higher factor substitution 


the potential negative employment effects are 


more 
increase in the cost of than 


exists. If elasticities are 


reinforced 

Table 3 shows some orders of magnitude by 
which social security legislation increases the 
cost of labour. In some countries it reaches 20 
of the If the price elasticity of demand 
for the output as well as the elasticity of factor 
substitution is | and the share of labour is 0.5, 
an increase of 20% in the cost of labour will 
diminish employment in those activities also by 


20 


wage 


Io avoid such increases in the cost of labour 
minimum wage laws should be complemented 
by subsidies (or tax exemptions) on the use of 
labour, and social security financed by the cen- 
tral budget instead of by the employer. This 
well known; the issue is selectivity so as to 
make this policy fiscally feasible 

One solution is to use these instruments at 


the margin and in sectors where labour de- 


mands are price-elastic. Subsidies could be given 
on the basis of additional employment, relative 
to a base year or relative to a fraction (i.e. 0.90) 
of the employment over, say, the last 2 yr. The 
same apply to contri- 
butions; employers would be exempt only for 
additional employment, the contribution to be 
financed by the central 
high labour-intensity 
substitution 


would social security 


budget Sectors with 
high capital 
activities in 


are likely 


and labour 


such as certain agri- 


and commerce 


candidates for these policies 


culture, construction 

rhe notion of policies at the margin can also 
be applied to other types of legislation 
high penalties on the 
workers, for example, have become 


Laws 
dismissal of 
a typical 


imposing 


feature of legislation more so 
than in developed countries 
the hiring of 
investment 
These laws could be replaced by unemployment 
insurance schemes financed by the public bud- 
get, providing unemployment payments that 
gradually and only last for a 


limited period 


wage even 
rhe result is that 
capital 


governed by law 


labour has become a 


whose cost is 


decline over 
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these countries, wage levels 
associated with the 
the sector of employment and 
enterprises. Labour market 
extent to which labour of 
very different 
with these characteristics. The 


(v) In most of 
are strongly 
‘modernity’ of 


with the size of 


degree of 


segmentation, the 
skills 


also associated 


equal receive salaries, is 
empirical evidence shows that such segmentation 
not only has not diminished, but has perhaps 
increased These wage differentials 
are partly explained by the differential en- 
forcement of labour legislation described earlier 
and partly the result of labour contracts in 
enterprises with strong labour unions or multi- 


over time 


ynal firms paying higher wages than domes 

firms 

The end result is that ‘protected’ or formal 
labour markets face an excess supply of appli- 
cants, those failing to obtain employment ending 
up in the ‘informal’ or free-entry sectors where 
the wage to clear the market, reflecting 
supply nand conditions 

What are this segmen- 
tation in labour markets for income distribution 


ind the returns t 


the implications of 


» unskilled labour? Two studies 


yr Colombia shed some light on 


undertaken 


By eliminating wage differentials 
education in urban 
real wage of the most unskilled 


this question 
for labourers of 
Colombia, the 
labour was estimated to rise by 


equal 


category ol 
8%." This is a lower bound as only factor sub- 
stitution takes place in this exercise 
When substitution and 

urban introduced (that is, 
run adjustments are allowed), the 
be substantially stronger. By introducing sub- 
stitution in the final goods market, as well as 
the possibility of international trade, and by 
that urban—rural wage differentials 
are maintained (which limits the 
migration), the elimination of urban wage dil 
estimated to 
urban and rural, by 


rural 
long- 


additional 
migration is 
results can 


assuming 

degree of 

ferentials was increase the real 

wage of unskilled labour 
35% 1! 

Table 4 

industrial sector 


Country 


Brazil 
Colombia 
Ecuador 
Mexico 
Peru 


Unweighted average 


Source: U.N 


Growth of 


Latina’, (CIEPLAN, June 1978) 


innual growth rates in employment 
1963 


Employment 


World Industry, 
‘Enfoques sobre la demanda de trabajo 


(vi) The literature shows a growing pessi- 
mism about the possibility of the manufactur- 
ing sector absorbing the high growth rate of 
labour supply in these countries. It is argued 
that employment is still a 
small share of total employment (15—20%) 
and that its growth, therefore, cannot absorb 
important fractions of the total labour force 
It is also argued that the rate of job creation in 
these sectors is low for a given output growth, 
that is, employment—output 
lower than one in other words, employment 
grows more slowly than output 

The second argument, however, overlooks 
the fact that job creation has taken place with 
quite substantial increases in real wages. Clearly, 
one have both: given the high growth 
rates in real wages, the employment growth has 
been substantial, particularly relative to other 
historical experiences 

Table 4 shows that, on average, employment 


manufacturing 


elasticities are 


cannot 


and real wages have been growing at 3.6 and 
3.7%, respectively. The question is what the 
increase in employment would be if additional 
effort were made to translate these increases in 
labour demand into additional employment 
rather than into additional wage increases, and 
what policy instruments should be employed in 
such effort. The answers to these questions are 
relevant to the issue of increasing the trickle- 
down effect of an increase in labour demand 

If the increases in labour demand that led to 
the combination of increases in wages and em- 
ployment observed in Table 4 are maintained in 
the future, the following trade-off 
wage increases and employment increases will 
If wages were kept at a 2—3 


between 


yecur, !? growth 


Growth in wages (%) Growth in employment (%) 


and wages in the 


1972 (percentages) 


cal Wages 


Meller, 
relevancia para America 


reported in P 
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rate, the employment growth rate in these sec- 
tors could reach 5—7 

The figures in Table 4 are averages for wor 
kers of all skills. As mentioned previously, evi- 
indicates that real wages for educated 
workers have grown faster because of the short- 
run inelasticity of the supply of educated man- 
power. Expansion of the educational 
(discussed in the next section) will increase this 
elasticity and that additional labour 
demand results in a wider employment effect 
rather than higher rents of already employed 
workers. For lower skills, 
exist with labour supplies stemming 
from the rest of the economy. The issue of 
labour market segmentation discussed pre- 
viously is central to the explanation of this 
phenomenon 


dence 


sector 


assure 


wage increases co- 
elastic 


(b) Increasing the earning capacity of the poor 
by augmenting their endowment of assets 
identifying the good investments 


(i) Introduction 

One way of increasing the earning capacity 
of poor households is to augment their owner- 
ship of productive (human and physical) 
assets. This option is appealing 
automatically takes care of the long run 
by increasing present ownership it 
the future flow of productive capacity; and 
second, it is perceived as less paternalistic than 
policies that directly subsidize the consumption 
of the poor 

A more explicit statement of the limitations 
and trade-offs of such an option is needed. For 
example, what are the limits of using this in- 
strument for distributive purposes without a 
substantial trade-off with growth 
What are the criteria by which this trade-off 
can be judged? Can an optimal level of inter- 
vention in this area be identified, that is, a 
level of additional asset-creation the 
poor that does not adversely affect growth? 

Investments in the poor that do not adversely 
affect growth are, by definition, those whose 
rate of return (valued at shadow prices, without 
a distributive weight correction) is higher than 
the opportunity cost of capital to the economy 
Therefore, the magnitude of the underinvest- 
ment in the poor can be defined as that amount 
of high-yielding asset formation which does not 
materialize because of the market impertections 
facing the poor, particularly in capital markets 


because it 
first, 


increases 


objectives? 


among 
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Correcting such underinvestment does not 
introduce a trade-off between distribution and 
growth; on the contrary it has positive effects 
on both equity and growth 

Why have not governments taken care of this 
underinvestment if they indeed were interested 
in growth? Two reasons are possible: either few 
of these good investments remain, or the mar- 
ket imperfections facing the poor were a way of 
channelling credit and investment toward 
higher-income groups. In other words, credit 
rationings allowed income groups with access 
to credit to undertake investments with returns 
below the opportunity of capital to the 
economy 

The first task, therefore, is to exhaust the 
search for good investments in the poor. Only 
by first identifying and evaluating the contni- 
bution of these investments to their incomes 
can we then proceed to other interventions 
involving a higher degree of trade-off 

The availability of ‘good 
depends on the particular characteristics of 
the poor; the existence of such investments is 
highly country-specific, highly interdependent 
and highly dynamic; it depends on the age 
characteristics of the poor (there are fewer 
good investments to be made in the very old) 
their human capital potential (for example, the 
fraction of physically and mentally handi- 
capped in the poverty group), and their initial 
ownership of physical capital (for example, the 
fraction of artisans and small farmers or share- 
croppers among the poor). Some empirical evi- 
dence helpful in identifying these investments is 
discussed later 


cost 


investments’ 


(ii) Jnvestment in human 
investments include all interventions 
by influencing the characteristics of indi- 

affect their productivity as labour 
Investment in education and on-the-job 
interventions whose productivity 
Interventions at 
among children, infant 
nutrition, and other environmental variables 
such as health and psychological stimulation, 
have been analysed but not yet quantified for 


capital 

These 
that 
viduals, 
inputs 
training are 
effects have been well studied 


preschool age poor 


their economic impact.!* 

These investments are particularly important 
because half of the poor individuals are children 
below age 15, whose future productive poten- 
tial is influenced by early interventions 
the income of households in the present does 
not guarantee a sufficient investment in children 


raising 


on the part of their 
the impossibility 


parents, in most societies 


of borrowing against human 
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of malnutr 


Deficit in Probable effect on 


performance consequent learning 
Auditory —visual Reading ability 
integration 
ual —k inestheti Writing and drawing 
integration abilities 


Visual identification Reading abilities 


7 K inestheti i General learning 
ala) thr kinesthetk hapt ibilities 
(Philippines) hay visual, and 
juditory visual 


integration 


irdie, “The effect « nalnutrition on the individual’ 
md Planning. (Cambridge 


lan higher-1 I stu 
vrammes I young 
childrearing practices would 
type of solution. Two kinds of 


mportan First 
ny ant rst 


nutritior lu on, pi cularly that relevant 

niant ng and breastfeeding practices 

wing evidence indicates that the decline in 

istieeding | ctice n low-i ome famiulies 

irban are a main determinant of infant 

nainutritior resource cost of substituting 

reast milk appe: quite rge; preliminary 

estimates PPE at if 20 of the mothers 

n the urban are: developing countries do 

children not breastfeed, the loss in breast milk is 
idies whose spe around $365 million/yr:; if half of the 
Tt intant SU discontinue breastfeeding after the 
in month, the t loss reaches $780 million 

learning Second, education on childrearing practices 

arly mal ith particular emphasis on early stimulation is 

of later another course of action. Implementing edu- 

cational pro tf this type requires some 

preliminary research, which has not taken place 

on a wide scale in developing countries. Ques 

undertake in tions that arise are: How different are child- 

are sim- rearing practices across families in developing 

entary schooling countries? What are the factors determining 


kindergarten pro these differences? Are they related to income 


grammes r 2 yr earlier. Experience in the to particular ethnic groups of the popu- 


United States sh nat Decause extensions ol ‘ 
kindergarten ve” are either insufficient in spite of spectacular expansions in enrol 
themselves or improperly designed, they cannot ments and in the supply of educated labour, the 
ympensate for the environmental deprivation evidence suggests that basic education is still an 
ve children. A more com effective and productive way of increasing the 
quired earnings of poor households. First, still today 
short run poor households are characterized by extremely 
lower- low levels of schooling among their working 


mbers, well as low levels of school enrol- 
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ment among their children; data by income 


groups show that 30% of heads of household in 
families in Colombia 


have only 


the poorest quintile of 
have zero yr of schooling. Almost 60 
) yr or less. In the same income group, only 54 


of children age 6 1] attend school 1S ( ross 
regional data for the 
that an 


have enrolment 


section other countries 
show 


still 


viInces 


chil 


important number of pr 


rates under 60 for 
dren below age 10 
Second 


net impact on the 


basic education has an important 


earnings of labour, even if 


unemployment taken into account and only 
possibilities of work in the informal sector are 
considered; arguments based on pré 


high 


labour 


against 


sumably levels of unemployment among 
the that edu 


a screening device (to allocate 


educated and on notion 
cation is simply 
scarce’ jobs in the modern sector), do not seem 
to be 

In the case 


yt return to 


confirmed by the existing evidence 


of Colombia, adjusting the rates 
the probability of 
inemployment lowered the rate of return from 
,* 1¢é 


education by 


Although unemployment lowers 
still 
other fa 


ited with schooling and 


the substantially high 


Controlling for 


return it remains 


tors positively associ 
having an independent 
effect on labour earnings, the effect of schooling 
Table 
Latin 
controlling for 


activity 


is still important 6 presents a summary 
American 
occupation and 


(employment 


countries 
type ol 


of results of nine 
even 
years of 
ol earn- 


test [or 


variables) 
and 25 
a strong 


schooling explains between 


ings inequality. This is edu- 


cation: education also changes productivity by 


inducing cross-occupational and cross-sectorial 
mobility, an effect that is not captured by these 


estimates. These percentages are, therefore, a 


Table 6. Latin America 


NEEDS AND TRADE-OFFS WITH GROWTH 


iower bound for ne 


explaining productivity differentials 


results are reported fo 
bia. Conti 
tor and 
creases Carning 
cities of Bogota 
Basic 
iy oO! increasing 
holds. Whether 
from the point 
depends on the ec 
creases 1n earnings capacities, the rat yf retu 
severa 


returt 


education 
rate ol 
primary education is higher than any 

opportunity cost of capital (the me: 
25.1%) but it is 
return on other levels in schooling 
these 


to investment in primary 


studies show that not only the 


return is substantia 
than the 
Clearly yuntries are underinvée 
basic education 


Why do 


enroiment in 


not poor househok 


basic lucation 
its high 
holds still 


its low 


rate otf ret 
r education in spit 
Although publi 
education 1s ee, other 


high 


invest 


rate turn 


pri 


costs of schooling 


basically foregone earnings é important 


~ r 
| } 
aiscount 


with the 


n 
families. Their 
high 


rates ol 


costs tor poor implicit 


rate is also 


high 


even in 


comparison 


return to primary education 


Higher education is highly subsidized in most 


countries, consequently the private rate of 
rich households is substantially 
Colombia the 
the 


households are 


return faced by 
higher than the 
rate ol 
not only 
but this 


social. In social 


- 


return is 8% while private is 25 


rich being subsidized 


subsidy encourages investment in a 


contribution of different characteristics to the explanation of earning 


inequality: ranges encompassing all country results* (%) 


Personal variables 


Education 


Areas (years of schooling) 


Urban 
Employees 
Self-employed 


Rural 
Employees 
Self-employed 13 


Employment variables 


Occupation Activity 


18 
20 


Source: Oscar Altimir and Sebastian Pinera, ‘Decomposition analysis of the inequality of earnings in 


Latin America’ (ECLA—World Bank, August 1977) 


* Countries included are: Argentina, Brazil, Colombia, Costa Rica, Chile, Mexico. Panama, Peru and 


Venezuela. 
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sector with an economic return barely matching 
the opportunity cost of capital relevant to most 
countries 

The policy 
incentives for 
enrolment 
Straint is not the capacity ol 
demand for 
Additional inc 


gone earnings (particularly in rural areas where 


implications of this are that the 
their 
increased. The con 
schools but the 


poor families to increase 


rates must be 
schooling by poor households 
entives to compensate for fore 


employment opportunities for children are 


higher) and costs are easy to 
implement 


transportation by 


transportation 
breakfasts and lunches 


buses are some 


school 
iree school 
examples. Such measures can be easily financed 
by a redistribution of subsidies within the edu- 
specifically by eliminating 


subsidies to higher education. These 


cation sector 
measures 


will be analysed in detail in Section 2(c) 


Increasing the physical assets of the poor 
identifving the good invest 


(iii) 
in the rural areas 
ments 
Policies to increase the ownership of physical 
assets by poor households are particularly rele- 
Their potential depends on 
distribution of rural 


transfers of 


Vant in rurai areas 
occupational 


Without 
its effectiveness depends on: the 


the initial 
households considering 
existing land 
fraction of existing landowners in the poverty 
group, such as the ratio of subsistence farmers 
to landless labourers among the poor; the possi- 
bility of 
rr) r 


imong sudsistence 


high-yielding investments 
and the 
extending cultivable 
eventually to be transferred to poor 
When a redistribution of existing land is 
nvestments can then be calibrated 
complementarity 


finding 
y ield on 
land 


al farmers 
the investment in 
house- 
holds 
feasible, such 
to take int 
between investment and transfers 

In the absence of redistributions of land the 
effectiveness of investment policies will depend 
on how important is the fraction of landowners 
or small farms in the poverty group. Unlike in 
Asia, most rural poor in Latin America are land- 
two-thirds of the rural 
therefore, whether 


account the 


less, accounting for 
poor. The question 
the present enthusiasm for a ‘small-farmers 
strategy’ to poverty alleviation can be justified 
in the context of Latin America. Without 
redistributions of land, that reaches 
ynly a small fraction and the better off of the 
rural poor 

Credit 
roads and irrigation schemes are typical inter- 
that increase the productive 
capacity of small farmers. The question is how 
many of these investments have a high rate of 


arises 


Strategy 


extension services and investment in 


ventions could 


return and could easily be targeted to the poor 


these countries limit the 
policies: location and 
country size, and the problem of targeting with- 
out substantial leakages to high-income groups 
Subsistence farmers are rarely concentrated 
so. that policy packages could be 
designed. Because in most countries subsistence 


Iwo features of 


effectiveness of such 


regional 


farmers coexist with large farms, only specific 
programmes can be targeted (credit, technical 
assistance); other programmes such as roads or 
irrigation would subsidize other farmers as well 
Unless ‘non-target farmers’ are charged for the 
programme, the financial cost per ‘subsistence 
farmer reached’ becomes prohibitive 

Because of their crop pattern, irrigation is 
perhaps the main constraint to increase the 
productivity of the small farmers. Their location 
(basically the high plateaus), however, makes 
investment in irrigation a costly undertaking 
and resulting from co- 
operative arrangements are prevented by 
distance and geographical dispersion. The con- 
that with present patterns of 
and spatial distribution of land, 
of increasing poor farmers’ income 
high-yielding investments are 


economies of scale 


clusion is 
ownership 
possibilities 
by means of 
limited 
Countries that have undertaken land reform 
include Mexico (1940) and Bolivia (1955) 
where large ‘haciendas’ farmed with traditional 
technology were subdivided into small farms 
implementing the land reform 
The general evidence as to long- 
term effects of such reforms indicate that small 
farmers increased their 
income, and farm output has increased overall 


Peru is still 


begun in 1973 


have previously low 
Several specific lessons seem to emerge from 
the minimum farm 
required to farmers’ and to 
take advantage of minimum economies of scale 
is still high, consistently ranging between 30 
and 40 ha, of which at least two-thirds is crop- 
land and pasture; given this required farm size 
only 30—50% of the rural population benefits 
high population growth erodes the 
relative initial effect of the reform by increasing 
the relative number of landless families; main- 
tenance of productivity gains not only requires 
high initial levels of investment, but also high 
levels of technical assistance and credit 
time. The positive effects are less clear when 
large commercial estates or modern livestock 
operations were subject to land reform. There 
is a difference between redistributing land from 
‘haciendas’ with traditional crops and redistri- 
buting from high-technology, highly 
mechanized estates 

What can we learn from these experiences 
? In 


those experiences size 


sustain incomes 


Over time 


over 


land 


so as to evaluate options available today 
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countries where some reforms have taken place 
and where unreformed land consists basically of 
large, commercial estates, for which economies 
of scale and technology are important (live- 
stock, sugar, cotton), or of large traditional 
haciendas with small cropland potential (large 
estates in Mexico and Peru have only 10% of 
the cropland but 35% of pasture land) agrarian 
reform options are less clear. Redistribution of 
highly commercialized estates can entail a high 
efficiency cost unless co-operatives are im- 
plemented to maintain the gains of economies 
of scale; but the latter involve changing difficult 
social and institutional constraints. Redistri- 
buting traditional haciendas of lower-quality 
land, basically suited for pasture, requires high 
additional investments to support § smaller 
family units 

The agrarian reform option becomes more 
important tor countries that have not experi- 
redistributions of land and where the 
increase in output from reformed land could be 
achieved at good rates of return on the addi- 
tional investment required. Brazil, Colombia, 
and to a lesser degree, Ecuador, are countries 


enced 


1. The rural poor in the present 


Poverty level 


Less than US$50 
per capita 


Not substantially 
above US$50 
per capita 


Above US$50 per capita 
but less than $130 


Totals 


Potential for land redistribution 


Number of existing large farms 
Average size (ha) 

Module size 

Potential number of modules 


_Effects of the land redistribution 


Net money income per module 
Net increase in value added* 
Required additional investment 

per module (US$3500 per module) 


Rate of return of the investment 
cum redistribution 


a functional breakdown 
Classification 
Temporary workers 
Sharecroppers 


Permanent workers 
Smallest farmers 


Medium farmers 


Source: Kutcher and Scandizzo, The Agricultural Economy Northeast Brazil (forthcoming). 


where this is more probable 

What is the these 
countries, of redistributions of land that 
either maintain their production level without 
additional investment resources or, if additional 


possibility, in some of 


investment resources are required to raise the 
incomes of the beneficiaries, they do it with a 
high rate of return 

Several simulation exercises have been made 
assuming that the high productivity per hectare, 
usually observed in smaller farms, will be repli- 
when land is redistributed. Obviously, 
this always yields an increase in output. The 
problem is that the associated investment cost 
to maintain this replication i.e irri- 
gation, water, extension is not brought ex- 
plicitly into the picture so as to allow the 
computation of the net return to the reform 

The IBRD—SUDENE study on Northeast 
Brazil provides such an information. This study 
develops a model simulating the effects of land 
redistribution where 790,000 new farm modules 
of 34.8ha each are created.”° 
ditions and the 
summarized in 


cated 


roads, 


rhe initial con- 
results of the land reform are 
Table Workers without access 


Table 7. Rural Northeast Brazil* 


Dependent population 


Number of agents (million) _ 


2.7 million or less 


240.000 
895 000 
67.000 


384.000 


4.3 million 


10—12 million 


37.038 
742 
34.8 
790.000 


US$781 ($130 per capita) 
US$219.2 million 


US$2765 million 


8% 


* Net of accruals to all factors other than land and over and above the opportunity of labour. 
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two-thirds of the 
BrazZi- 
iment of such ‘module 


main core ol 
0 of the landless 
up (temporary and 
‘rs and sharecroppers), increas 
from 50 to 
value added 
actors otner 


pportunily 


puse nk 


ra | 
agecil 


nad 
meu 

change in 
the 


rural North 


number of bene 


solution 


around three-quarters o! a 


tn absolute base of 
large million 


S equally 


al labour remain 


ty alleviation in terms 


ther income 
considerations. Not 


distributed 


lan opens a 
only 
inequally but 
and infant 
the 
services such as 


health. Poli 


their consumption above levels 


life expectancy 
nequality in con 


sewerage and 


private demand and supply of 
has known 
It implies interfering 
h these critical 


what become 
reac 
deve lop 
the 
This strategy 


stages of 

Strategies Oo accelerate 
me of the poor 
important the smaller the 
growth rate policies 
the 


Capacity 


trickle-down effect of high 


poor, the fewer 


the 
high-yielding 


ym the inc 


possibilities increasing earning 


investments in 
smaller the marginal propensity 
and the 


o! the poor y 
their assets 
of the poor to 


the 


spend on basic needs 


lesser possibility of the private sector 


when the supply 
strong 


them, particularly 
characterized by 


supplying 


of these services is 


complementarities and economies of scale 


Iwo sets of issues are central in evaluating 
First, at the they 
trade-off with the 
these may have a more 
yn the productivity of the poor 
calibrate this 
level of per 
this trade-off 


today at per capita incomes of 


these policies macrolevel 


involve some growth to 


extent that 
limited effect 


What 


trade-off it the 


services 


important is to 
(high) 
countries 


become 
present 

e in these 
appears ditferent 
$1000 than it 25 yr ago when these coun 


The 


(a) how 


did 


had niy half this inc level 


‘ 


tries me 


issues 18S microeconomik 


an these services be delivered without major 


leakages t ther income groups, (b) without 


inducing an « ‘ mply equivalent to an 


and (c) how can children 


intr i-family leakage s also occur 
Nutrition and child 
shelter with water and sewerage 
that 


rhe specific policy 


care, consumption ol 
health services 
ducation are services 
‘quality of life 


mix are clearly country and regional 


and bask typical 
determine 
choice and 
value 
the 


as ‘optimal calorie require 


high degree of 


objective judgments from 


specific involve a 


judgment. Even 


medical field, such 


ment’ | highly controversial 
rhe CnoOlI1ce | 


the 


a specific basic-needs strategy 
deficit, the 
elfect ol 


redefining basi 


depends initial 


of the poor, the 


age compo 


sition rural—urban 
over time 
for dif 


which 


migration needs 
the poor 
the rate at 


income growth in 


and the income elasticity of 


ferent basic needs, namely 


the 


the poverty ere 


deficit will be closed by 
yup 

toward a children- 
First 


with 


several factors point 
basi 

the 
and poor families have 
children 


adults 


oriented proach to basic needs 


needs are associated 


distributior income 
the 


deficits 1s 


with 
Sec- 
deter- 


incidence of 
than 


more children 
larger 
birth 


mortality is 


basic-needs 
life ext 
mined by 


ond ctancy at basically 


nfant perhaps the 
Infant nutrition, lowering of 


better 


prime basic need 


infectious diseases due to shelter, and 
inputs in this 
that the marginal pro 


children 


childcare are crucial 
Third 


pensity to 


process 
evidence shows 


spend on (by defining a 
such as 


children 


spending 
quality of parent 
interaction) is Additional 

migration distinctive feature of 
will the problem. All 
pensities are lower in urban areas. In 
normal income growth will not solve the basic 
needs deficits of children 


broad concep of such 
mothers’ time 
rural—urban 
the future 


these 


low 


compound pro- 


sum, 
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Table 8. Cost of the calorie deficit as a fraction of 
GNP ( ) 
Mean calorie availability over 


GNP per capita mean calorie requirement 


600 
800 
1000 
1100 


0.0034 
0.0025 
0.0020 
0.0018 


(ii) The 
Countrywide 
distribution of 


calorie deficit 


survey data on the present 


calories in the population is 
anty. An 


aggregate (or 


alternative is to allocate 
country 


extremely s« 
known 
tion 


mean) consump- 


groups by ivailable 
data 


between 


across income 


using 


income _ distribution and 


about the 


assumptions 
relationship 
and income.?! 


onsumption 
Consumption by income groups was 

for alternative values of mean country per 

1.0 and 1.1 times the mean 
rhe resulting cal » deficit 
plicit 
A in 


agere 


consumption: U.Y 
calorie requirement 
was priced using the ‘cost per calorie’ in 
1f the food basket used by ECI 
lefining poverty lines. Table 8 shows the 


the calorie deficit 


in the cost 


gate cost ol rcentage 
of GNP. The results are 
lifferent GNP per 


availability ver 


shown for countries ol 


capita and different 


mean 


calorie mean requirement 


Under the this cost is 
| » ind ) ot 


SOU per 


umstances 
GNP for 
capita income and 
S$1000 


worst o irc 
between countries of 
USS$600 


1% for countries above | 


ibout 


(iii) Options in the health sector: th 
present biases 
Present public health systems are character 
ized by an 
Social 


important in providing health ser 


expensive urban—curative orien- 


tation security have become 


increasingly 
vices, but 


systems 
because their beneficiaries are mainly 
middle-income urban 
either to the public sector or to the 
private sector, they fail to reach non-affiliated 
urban workers and individuals in rural areas 

In Colombia households in the poorest quin- 
tile living in large cities receive a subsidy from 
the public health 5 times larger than 
those in rural areas. In Brazil the percentage of 
public health expenditures devoted to preventive 
medicine declined from 87.1 to 29.7 from 
1949 to 1975. The effect is that, in spite of an 
increase in total public expenditures in health 
as a percentage of GNP from 1.0 to 2.5, the 


employees, belonging 
modern 


sector 
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amount spent on preventive medicine 
centage of GNP has remained constant 


rhe 


ventive-oriented 


expansion in the supply of rural, p1 


health care will not, pe 


guarantee increases in the consumption 
Interventions 
health institutions and in the 
affecting the demand for health 
identified. It found 
that controlling for the 


household, the 


these services increasing 
utilization of 
factors 
must also be 


vices was 


urban Colombia 
income of the level of family 
impact on the 
fact 


household 


had an 
visits to 


education important 
doctors. In 


schooling of the 


number of doubling 
the level of 
increased per capita visits by 18 Thus, any 
‘health 
schooling probably being one of them, becomes 
i point of intervention 

How 
health 
population? 
that 
maintaining 
expenditures in GNP.?2 


I hese 


determinant of conscientiousness 


expensive 1S a preventive-care-oriented 
coverage of the 


Brazil 


aimed at a full 
Preliminary 
a system could bs 


system 
estimates for 


show such financed by 


. 2 
the present 2.) 


share of health 


estimate ised « strategy that 
resent “urDdé 


m’ trend. The 


would h 


ange tn I 


individual—curative syst 


tive is a stronger 
ollective heal 


} 


regions dase 


(,rass R wr 
in the Northeast). TI 


is that ‘a large var 


be successfully preve 


community level, wi 
hospitalization 


| 


ventive and 
integrated with more complex curat 
through well-defined institutional channels 
This system is based on three levels 
al facilities of complexity 


rural health posts 


-asing 


nmunities of SOO0O—2000 


inhabitants staffed by local auxiliaries, whose 


function is to nfectious diseases and 
detect 


centres servicing thre 


prevent 
more complex diseases. Second, healt 

health posts and staffed 
ind a day-per 
health 
entre is attached to a 


represents the third 


by a nurse, a sanitation auxiliary 
week a doctor 
centre. This larger health 


regional 


visit by yased in a larger 


hospital, which 
level of health facilities and also serves the urban 
population 

By costing out the expansion of such insti- 
(operating 
projecting population growth, two 


tutions and capital costs) and by 
alternative 
projections are Table 9 
The first aims at full coverage by the year 2000 


and GDP growth rate in the 


made and shown in 


assumes a 





influencing the 


An 


illustrat 


Table 9. Brazil 


lects the 


1 and third level 


iealth systen 


yuntry wit! 
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res 


ier 


ext 
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werage and costs of expanding a restructured health system 


Percentage coverage 
Rura 
Projection 


O7(S0) 

360) 

65(80) 
95(100) 
1000100) 


nsion of the first level o 


s, which are highly influe 


ives a More 
assumes a 
cases the total 


of GDP remains 


of GDP car 
in 1 S1O00 pe? 


reasonably good 


tructured to a less 
ited system. Most 
sd here spend 
health: there 
percentage 

of their 

previously 


the health 


inding educational 


al enrolment rates by 


itte 


nd school, and to 


hers and teaching 


Neither goal can auto 


simply expanding the 


frectir 


| places 
implies 
hildren tron 


atus and iess 


w the demand for 


as of the availability of school 


lucational lev 


~oOlNng 


ive 


ag the 


nstrain 


in 


rural 


; 
‘ 


lore 


the 


$s not 


insultic 


els of parents and 
‘gone earnings and 
ul factors in 
schooling 

174, enrol 


»~ € 


otal yuntry, total 
Northeast, respect 


the lack of school 


int incentive tft 


1 Northeast* Cost per cent of GDP 
I 


l Projection 2 


Projection | Projection 2 

”“S0) 
15(60) 
30165) 
45(70) 
70(80) 


NM NM Ww bh 
 & 
NMWNN hb 


f health posts. Values in parentheses refer to the 
nced by the present structure of the system 


remain in school. Subsidies to school attend 
ance, such as school breakfasts and lunches 
free provision of textbooks and clothing, and 
transportation, are relevant policy options. In 
the state of Goias, for example, experiments with 
school meal programmes increased effective 
school attendance from 67—80 to 84—95%.*° 
Another constraint is that teachers in rural 
primary schools, particularly in the more back 
ward region have extremely low levels of 
| training. Ninety per cent of the 
teachers in Northeast Brazil lack pedagogical 


pe dag Pica 


training altogether and most have little primary 
schooling. In 1972, 31 of the Northeast 
teaching force had not completed primary edu 
cation, and ‘ 71% of these teachers were 
reported to have had only primary schooling 

Ihe inability to attract better teachers results 
from the low salaries paid by the rural munici 
palities in Northeast Brazil. Teachers with com 
plete rimary education received between 
US$10 and $51/month, compared with the 
legal minimum salary of US$57. They usually 
work without contracts, and their salaries fluc 
tuate according to the budget of the rural muni 
CIplo ae 

From previous data it is clear that a 
larger fraction of a country’s primary education 
budget must be used, first, to increase incentives 
to attend rural schools, basically school meals 
(this is quite related to the nutrition objectives 
discussed earlier), and second, to improve the 
working conditions and increase the salaries of 
teachers in rural areas 

Preliminary estimates show that, for Latin 
America, providing 6yr of schooling to the 
overall population would increase the edu- 
cational budget by 6—17%.?’ Because the share 
of expenditures in education in GNP is approx 
34 this increase amounts to 1/5—2/3 of one 
per cent of GNP. This is the cost of expanding 


the yy f primary school places; an ad 
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Subsidy to 
higher educatior 
Y 




















Percentage distribution of households, 


subsid) 


of personal income 


Figure 1. Distribution of the to education and 


ditional fiscal effort is required if better teacher 
Salaries and meals in rural primary 
schools become also part of this package. What 
additional sources of finance can be conceived 
within the educational sector? 

The most obvious is to gradually eliminate 
the subsidy to higher education and to transfer 


SC he 0] 


these funds to primary rural education. This is 
an important source of financing because in 
most countries the subsidy to higher 
cation is half the subsidy to primary education 
Subsidies to higher education are perhaps one 
of the most regressive transfers in the economy 


edu- 
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Figure 1, for Colombia, shows a Lorenz curve 
for the distribution of personal income and the 
distribution of the subsidy to primary and 
higher education; it is clear that the subsidy to 
higher education is substantially more unequally 
distributed than personal income 

Equity and efficiency within the educational 
system point to a clear solution: the replace- 
ment of free higher education by asystem where 
tuition the true cost of 
where students are given loans 


tion plus foregone earnings 


education and 
to finance tul- 


to be repaid after 


covers 


graduation 


(v) Housing and associated services in urban 
areas: a cost simulation exercise 

Location and typical dwelling standards 
limit the access of the poor to new housing and 
a lack of capital markets compounds the prob 
lem. Table 10 shows that in Bogota and Mexico 
City the cheapest housing unit currently avail- 
able cannot be afforded by 47 and 55% of the 
inhabitants of these cities, respectively. Alterna- 
tive housing standards and locations are identi- 
fied to analyse the sensitivity of costs and the 
finance the difference 
payments and 
Practically all 
could afford multi-family 
on the 
In Bogota, only 15% of 
unable to finance these 
to afford these dwellings, a 


subsidy required to 


between mortgage household 
expenditures 
holds in Mexico City 
dwellings with 
periphery of the city 
households 


types of housing 


for rents house- 


basic services located 


would be 


rable 10. Cost of housing units of various standards and locations, percentage of households unable to afford 
them and required subsidy on their rents* (in 1976 US$) 


Bogota 


Location 
( 


Io > 
Periphery 


Single family, individual services 
Multi-family, individual services 
Multi-family, basic services 


Intermediate zones 


Single family, individual services 
Multi-family, individual services 
Multi-family, basic services 


Present cheapest housing unit 47 


Per capita income country 


Households 


US$635 


Mexico City 


Households Subsidy 


(‘%o) 


Subsidy Cost 


2063 
1960 
1274 


77797 
1777 


7096 


4988 


US$1090 


Source: Orville Grimes, Housing for Low-Income Urban Families (John Hopkins University Press, 1976) 
Sa 
Subsidy is defined as the percentage by which monthly income available for housing falls short of required 


montly payment 
rent equal to 15% 


Based on repayment period of 25 yr, 10% interest rate and a share of income devoted to 
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f only 12 on the required mortage sive segments of subsidies within each sector 
be required. The issue is how to imple- Without this qualitative change, those ad- 
ent these new standards of housing ditional resources will lose a large part of their 
Because these examples are quite specific to poverty-oriented objective. The share of GNP 
i particular 1 ropolis (for example, the results spent on higher education must be kept constant 
are very sensitive to location in the case of or decline as a consequence of a policy of self- 
Mexico City), a sensitivity analysis for a typical financing. In health, the share of urban-based 
country f USSS8O00O was undertaken with the curative medicine must be kept constant, and 
objective of nputing the subsidy that would all increments devoted to primary —preventive 
allow urban households in the poorest 40% (of rural health care 
total household to afford: (a) a dwelling For countries like Brazil, which have already 
equal to twice the per capita GNP, $1600 reached 2.5 public spending in health, ad 
(b) a dwelling 5S times the per capita GNP. ditional funds amount to only 3% of GNP. For 
$4000 , ) other countries the increment reaches 5 a 
If urban households in the poorest 40 doubling of public spending in these sectors 
devote 15% of their income to rent, the required lable 12 presents some options for financing 
fiscal subsidy on housing would have to be such a programme. In the oil-producing coun- 
0.21% of GNP for the first type of dwelling and ‘tries Colombia, Mexico and Ecuador 
28% for the second type. The coverage would domestic oil prices are kept substantially below 
be all urban households in the bottom 40% of world prices. It is estimated that lifting them to 
households. accounting for 30% of all urban world price levels would increase government 
households revenues by 3, 2.5 and 4% of GNP in these 
countries, respectively. Half of this increase 
could be devoted to finance the basic-needs 
BALANCING THE OPTIONS: TRADE- package, the other half to finance investment in 
OFFS BETWEEN BASIC NEEDS AND the oil sector. In the case of Mexico, additional 
GROWTH oil production will increase government saving 
even by maintaining low domestic prices, by an 
additional 4.3% of GNP (from 2.2 to 6.5%) by 
t the basic-needs package the year 1982.7" Half of this increase, 2.15 
of GNP, is another source of finance 
Based on the previous considerations, our If lifting the price of oil (row | in Table 12) 
recommendation is to increase public subsidies is considered politically unfeasible or having a 
to basic-needs-oriented sectors, from their regressive impact (which we doubt, an important 
present level of 7% of GNP to a new level of issue to be researched), additional taxation 
10% of GNP (Table 11). This must be accom- would be the alternative option 
panied by changing the nature of delivery Not a single report fails to emphasize that 
systems in each sector and transferring regres-_ there is still room for additional fiscal revenues 


Table 11. Resource requirements 


Resources per sector 
(as % of GNP) 


Sectors Actual Target Reallocations within sectors 


Education Toward self-financing of higher 
education: food programmes 
and teacher’s quality in rural 
areas 


Health ; - Pro collective—preventive rural 
health care systems 


Nutrition ‘ ] Target-~oriented instead of general 
food subsidies 


Housing ‘ Eliminating subsidies to middle 
class housing. New standards for 
lower-income groups 


Total 
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Brazil 


Half the increase in net 
revenues out of increasing 
the price of domestically 
sold (and produced) oil 
to world prices” 


Half the additional savings 
out of increased oil 
production (at present 


domestic prices) 


Additional taxation (in 
parentheses, taxation from 
eliminating exemption on 
imputed rent on owner- 
occupied dwelling) 


Eliminating the subsidy to 
the electricity sector 


Additional government 
royalties from coal and 
uranium exploitation 


3 


Peru 
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Table 12. Sources of finance (percentages of GNP) 


Colombia Mexico Ecuador 


l 
4 5.4 6.8 


* The additional oil revenues obtained by charging domestic consumers the world price is, as a fraction 


of GNP, 3, 2.5 and 4 


for Colombia, Mexico and Ecuador, respectively. If only 0.5 


of GNP can be 


raised by manipulating this option, the difference will have to be obtained by additional taxation 


by increasing (effective) direct taxation at the 
top of the income distribution and also by 
increasing the tax base. In several oil-producing 
countries, additional oil have been 
accompanied by declines in the tax ratio (taxes 
over GNP) in the rest of the economy. In the 
this ratio declined from 0.186 

1972 and 1977.29 Main- 


revenues 


case of Ecuador 
to 0.138 between 2 
taining the 1972 figure yields the additional 
share of 0.048 used in Table 12 

It is estimated that eliminating tax exemp- 
tions on imputed rent on owner-occupied 
dwellings one of the most regressive subsi- 
dies — could yield a tax equal to 1.2% of GNP. 
If the upper 10% of the population receives a 
share of GNP equal to 0.4 and their imputed 
rent is 0.2 of their income, their tax base will 
increase by 0.08 of GNP. If their income tax 
is 15% it yields an additional 1.2% of GNP 
In several countries, particularly Mexico and 
Brazil, either inflation or high levels of deduc- 
tions erode the tax base. In Brazil tax deduc- 
tions exempt families with gross incomes up to 
4 or 5S times the per capita GNP. In Colombia, 
adjusting property prices at commercial values 
could yield an additional 1% of GNP, and tax 
reforms now being contemplated in Peru could 
yield additional taxation equal to 4% of GNP. 

Sources of finance from reallocating subsi- 
dies presently given to other sectors have not 


been contemplated here, except for Colombia 
GNP could be made available by 
eliminating the subsidy to the electricity sec- 
tor. Defense represents at one-fourth of 
the fiscal budget in several countries. In Peru, 


where | of 
least 


several of the present subsidies to electricity 
and consumer goods benefitting consumers 
of all income groups 
a source of finance because their elimination is 
part of their anti-inflationary pro- 
gramme. In the case of Brazil, the investment 
budget of the government is held constant in 


are not considered here 


present 


this exercise. 


(b) Trade-offs with growth 
uncertainty down 


keeping 


What is the maximum loss to the long-term 
growth rate induced by this additional 5% of 
GNP devoted to basic needs? Let us assume the 
worst scenano 


(a) This additional basic-needs package has 
zero productive or asset creation effect on 
the poor. We conceive of it as a pure con- 
sumption transfer (though this would not 
be the case, particularly in the case of edu- 
cation) 

(b) Oil revenues are not feasible sources of 
financing; therefore, the 5% is financed 
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Table 13 


Declines in the 
Closed-economy case 
Marginal 


propensity 


effect 


Interest Interest 
rate 


effect 


elasticity 


tf savings 


0.1 0.007 
»014 


y an additional 12 income tax 
hest 10% of 
0.4 of GNP 


incentives, this tax 


income of the ric 
population accounting for 


ms of investment 
affects the income of new investment 


is clearly worse than the tax op discussed 


tions 
previously, such as the 


yns and exemptions on imputed rent and 
property tend to 


ix a larger share of inframarginal income) 


taxes (which 


reases in 


W hat he maximum effect of this tax on 
the invest the richest 10 
and its impact on the overall country investment 
market 
this 


values 


behaviour ol 


scenanmos are pre 
ffect. Within I 


estimate eacn 
and assumptions are 


rameter 
upper bound for the decline 
closed-economy capital 
no capital flight takes place 
investment 


is a 


results from both a 
function of the 
save by this income 
a decline in the net yield of new 
ypportunities 
perfectly 
that is, 
down by 


OI savings (a 
propensity to 
and 
investment 


marginal 
group) 
The decline is largest 
demand for 
the new equilibrium net 
the amount of the ad- 


by assuming a elastic 
investment 
yield 
ditional tax 

In the assume 
domestic can invest abroad and that 
the return abroad is not affected by the new 
tax. This assumes that either the proceeds of 
this investment can only be 


yr tt 


goes 


open-economy that 


investors 


case we 


consumed abroad 
brought back into the 
such that the new 


le proceeds can be 
country in a way tax can be 
evaded 


To derive maximum values we assume that 


ountry $ investment rate 


Open-economy case 


Interest elasticity 
of demand for 
investment 


Total 
effect 


Total 


ettect 


0.017 
0.024 


0.0078 
0.0156 
0.0234 


initially 
counts for 10% of 
(b) 
the 
therefore, to 
new 


(a) this income group investment ac- 
GNP, a rather high figure 
pays a 20% (f;) tax; 
12.5% tax (t2) is equivalent 
a decline of 15.6% in the yield of 
investment (f,/1—1?,). In the 
economy case 


this group income 


additional 


closed 
the results are a function of the 
marginal propensity to and the interest 
elasticity of the supply of savings, €. We assume 
a rather high figure of 0.2 for the propensity 
and 0.5 and 1.0 for the elasticity. In the open- 
economy case only the interest elasticity of the 
demand for a range 
between 0.5 and 1.5 is used in the analysis 
Table 13 


circumstances 


Save 


investment, 7, is relevant 


In the worst of 
the country’s 
5 percentage points; that is 
was initially 20%, the new rate will 
If the social return to capital in the 
economy is 0.2 


shows the results 
the 
investment rate is 2 
if the rate 


be 17.5 


decline in 


(gross ol 
market 
cost of labour) 


taxes, depreciation 
over the opportunity 
the decline in the growth rate 


one-half of | (0.2 k 0.025) 


and exces wage 


will be at most 


If a country’s historical growth rate was 6%/yr, 


the 
rate 


effect will be to reduce that 
at the ‘the trade-off ratio’ 
stribution and growth is 10:1; in 
other words, a 5% transfer of GNP toward ‘con 
sumption’ results in a half a per cent lower GNP 
growth 
Crucial in 


maximum 
to 5.5 most 


between re 


the implementation of such a 
policy is to keep uncertainty down. Investment 
behaviour is much more sensitive to uncertainty 
than to net yields; if the tax reform takes place 
in a milieu where other ‘rules of the game’ 
concerning other property incomes or property 
rights are being questioned, the negative 
effects on investment could be substantially 
larger 
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APPENDIX 


Let us denote 


ross rate of return to investment elasticity of investment demand with 
initial income tax paid by the richest 1( respect to the interest rate 
population = 0.2 ! 


initial investment of the richest 10 
- » i? 
idditional income tax 0.125 GNI 


over 


marginal propensity to save by 


the richest Al change in the 
“ 


investment of the richest 
? 10% as a fraction of GNP, 

supply elasticity of savings with respect to a/ 4, + 4,;4 
the interest rate by the richest 10 - 


propensity to save effect 
, = lower interest rate effect 











sed-economy Case: no capitai 
maximum effect: 7 xc Figure A2. Open-economy capital market 


maximum effect: returns abroad not 


10.4t.m] —U—aA | : | affected by taxation 
; 1-1 


; 





World Development, Vol. 9, pp. 93-105 
Pergamon Press Ltd. 1981. Printed in Great Britain 


0305-750X/81/0101 —0093 $02.00/0 


Assertive Pragmatism and the Multinational 
Enterprise 


SAYRE P. SCHATZ 
Temple University, Philadelphia 


Summary. 


This article proposes a simple conceptual framework regarding the literature on 


the impact of MNEs on developing host countries, specifying three approaches along a con- 
tinuum,. The acceptance approach conceives of MNE expansion as economically rational and 


advocates minimizing the role of government. The rejection approach sees MNE activity as es- 


sentially baleful and advocates rejecting or minimizing the role of MNEs 
proach sees mixed effects and advocates host-government bargaining 
a particular form of pragmatism, denominated assertive pragmatism, 


brief for 


The pragmatic ap 
The article submits a 


and it suggests 


that a process of convergence toward such an approach is under way 


Given the sheer volume of writing on multi- 
national enterprises (MNEs), the wide range of 
opinion on most facets of the subject, and the 
passion with which contending positions are as- 
serted, one feels a need for a guide through the 
embattled, and changing, terrain. This article 
proposes a simple conceptual framework, focus- 
ing on the impact of MNEs on developing host 
countries; it submits a brief for one of the ap- 
proaches delineated in that framework; and it 
suggests that a process of convergence toward 
such an approach is under way. 

Despite the considerable oversimplification 
involved, it is useful to distinguish three main 
approaches to MNEs. Of course, any taxonomy 
of an extensive and often highly sophisticated 
literature, even a more highly differentiated 
one than that presented here, inevitably in- 
volves oversimplification: there is considerable 
diversity within each of the three categories; 
moreover, the classification is not exhaustive, 
some writings do not fit well into any of the 
categories. Still, we can usefully distinguish the 
acceptance, rejection and pragmatic approaches 
to MNEs. This paper will present only a single 
prototypical position for each approach, not 
suggesting that it is fully representative of all 
who may follow that approach.! 

The three approaches lie along a continuum, 
without clear-cut demarcations between them. 
The acceptance approach of MNI 
expansion as economically rational, with ben- 
efits considerably outweighing costs for the 
host as well as the home country; considers 
host-government pressures on MNEs generally 


conceives 
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harmful on balance; and thus advocates a mini- 
mal or restricted role for government 
the left end of the continuum, the rejection ap- 
proach sees MNE activities as essentially bale- 
ful, with harm to host countries overshadowing 
benefits. Rejectors believe that host-govern- 
ment efforts to tip the balance toward the ben- 


Towards 


eficial either cannot succeed or entail costs (in 
terms of expending scarce government capabili- 
ties) that exceed the benefits. They therefore 
propose that government should either 
MNEs entirely or allow them a marginal role, 
one in which they accord with and accommo- 
date to host-country policies (which should be 
directed toward fundamental restructuring of 
the nation’s Between these two is 
the pragmatic approach, which MNI 
operations as mixed in effect; which believes 
that feasible government pressures on the MNEs 
can produce a worthwhile improvement in the 
benefit—cost mix; and which therefore advo 
cates intelligent bargaining by host countries. 
A particular form of pragmatism, which we call 
assertive pragmatism, will be specified in this 
paper 


reject 


economy ) 
views 
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THE ACCEPTANCE APPROACH 


4 considerable spectrum of writers follow 
the acceptance approach, ranging from strong 
partisans who can see, hear or speak no evil of 
MNEs? to social scientists of the highest caliber 
and sophistication. The approach has been per 
suasively articulated by Raymond Vernon, con 
ceivably the world’s leading authority on 
MNEs, and because of his pre-eminent status, 
the pr typical acceptance position presented 
her based upon Vernon’s argument, 
although other writers are also referred to 


can be presented in the forn 


pervasive frictions between the 

l’s nation-states and the MNEs are 
a fundamental conflict between 

and politics.‘ Technological 
economic processes that 

from produce enormous economic 
However these processes also 


economic interdependence 


rid 
11 autonomy This 
rovernments, com 
promoting ws >» and develop- 
historically n way, fiercely 
icrease their aut my and sense 
Governments thus experience 
onomic— political conflict 
ce: a simultan 
lesire for the 
ndence an¢ 

raints 


tation and 


economik 


are World-scale 


y MNE expansion raises the 5 


ict and allows higher living st 
Ihe giant enterprises have the 
resources required for costly research and 
development activities and can spread the 
osts over their worldwide operations. [hey 
can finance huge productiv investments 
that would otherwise be neglected. They 
increase employment and income in the host 
countries, raise the levels of worker skills 
and managerial and entrepreneurial capa 
ate linkage effects and promote 

pment in many other ways 
the political forces of 
re impeditive and costly. Host 
vernments may make demands 
ww prevent useful investment 
host-government bureaucracy 
toward foreign inves 


ny processes 


relating to MNE operations and thereby 
raise costs. Governments may impose un- 
reasonable and even conflicting require- 
ments. For example, Mexico has required 
foreign-owned automobile producers not 
only to produce components domestically, 
but also to export them to other markets.° 
If such requirements were generalized they 
would be impossible for the MNEs to meet 
(4) Most political criticisms of MNEs, par- 
ticularly those emanating from developing 
countries, are emotional and irrational. They 
arise from frustrations that are not validly 
attributable to MNEs, and ‘the impervious- 
ness of the debate to facts’ arises from the 
impotent anger generated by these frus- 
trations. The MNEs have the misfortune to 
serve as ‘unwitting and unwilling lightning 
rods’ for this anger.® Consider the following 
analyses by Vernon of antagonism toward 
MNEs 
Heightened world interdependence, which 
iprimarily by improvements in travel 
unications and merely epitomized 
MNE, could be accompanied by a 
equality and mutuality’, but be 
‘the internal capabilities and self 
tf the leadership’ it is likely to 
as ‘a sense of inferiority and 
particularly in developing 
ills accompanying industrializ 
ation tend to be blamed on the MNE. In less 
developed countries especially, the MNE ‘has 
come t be seen as the embodiment of 
almost anything disconcerting about modern 
industrial society but this is irrational 
Hegemony, corruption, inequity, pollution 
and indifference to consumer interest were 
endemic in mankind's history long before 
the multinational enterprise existed.”® 
In the industrialized societies also, the 
charges made against MNEs tend primarily 
to be manifestations of something deeper 
of ‘the real uneasiness of our times The 
fundamental cause of these complaints is a 
‘pervasive mood of alienation’ (caused by 
factors that are variously identified by dif 
ferent social scientists ).” 
(5) This is not to say that there are no real 
conflicts between governments and MNEs 
There are many: governments want the ca 
pacity to control capital movements but 
MNEs are capable of avoiding controls 
governments want foreign exchange stability 
but the MNEs ‘have the potential for con- 
tributing substantially to the instability of 
currencies’; governments want the power to 
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tax as they wish, but ‘the consequences of 
unilateral [tax] action by any major country 
can be quite substantial’; in general, ‘(t]he 
capacity of any government to command a 
particular firm to undertake a specified task 


in support of a public policy 
10 


has been re- 
duced’ 
Government’s desire for firmer powers is 
understandable, but even on most of these 
real the criticisms of multinationals 
are misguided. The various governments are 
often pursuing conflicting national interests 
in a zero-sum game; the gain of one country 
is offset by the loss of another. Such inter- 
actions, furthermore, threaten the spread of 
beggar-thy-neighbour policies which would 
sharply diminish the welfare of all." 
(6) Finally, as a practical matter, govern- 
ment specifically aimed at MNEs 
should be quite limited.'? This follows par- 
tially trom the preceding propositions and 
partially of the 
alities of state intervention. Some public 
measures would clearly be worth under- 
taking if it were possible to implement them. 
For example, because of the multinational- 
ity of MNEs, government action on 
affairs normally considered domestic might 
have international on such 
matters it to 
international avoiding 
unilateral actions inadvertently to 
other and at achieving multilateral 
actions co-ordination is desirable 
However, the sensitivity of 
the issues, which are subject to fierce politi- 
within each country, useful 
has been virtually 


issues 


action 


from a pessimistic view re- 


even 


repercussions 
worthwhile 
aimed at 
harmful 


would be secure 


agreement 


states, 

where 
given domestic 
cal struggles 
international 
unobtainable 
which are actually 
to do harm 
should can 


agreement 
In point of fact, the measures 
being implemented tend 
than Thus what 
be is minimal and 


more good 


be and done 


what is being done tends to be harmful.'? 


THE REJECTION APPROACH 

The rejection approach is based typically on 
Marxian theory quasi-Marxian depen- 
dence theory,'* although the Rejectors include 
other writers as well."* The formulation pres- 
ented in the next paragraph is my own but is 
based on Marxian theory.'® 

The tensions associated with the spread of 
MNEs can be seen in this formulation as mani- 
festations on a global scale of the basic Marxian 
between the social 


or on 


contradiction of capitalism 
or interdependent nature of the productive sys- 
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tem itself and the private nature and purpose of 
the control of that system.'’ (Production in- 
highly interdependent meshing of a 
many different productive 
takings; it is carried on by a complex system of 
thoroughly interrelated enterprises. But the 
productive operations are governed by separate 
seeking their not 
necessarily co-ordinated and often conflicting 
profit-related rhis private 
tradiction poorly 

cisions, being 
through the ex post action of the market ( 
archy of production’), and in 
on the criterion of private gain that are often 
in conflict with the criterion of the 
good (e.g. divergences between private profit 
ability benefit). The growth of the 
MNEs of the basic 
Marxist wider arena. The 


interdependence productive system 
18 


volves da 


country’s under- 


companies, own individual, 


goals.) social con 
de 


only 


results in co-ordinated 


co-ordination achieved 
“an- 
decisions based 


public 


and social 
represents an extension 
contradiction in a 
of the 

fully international 
means and purpose of control remain relatively 
narrow.'? Thus the MNE is just more in- 
strument, though a relatively new and import 
ant of an exploitative, 
economic system 

private 
expansion p 


becomes more while the 


one 


one, anachronistic 


The social contradiction inherent in 
MNI 
and extends a characteristic structuring of the 
world ynomy may be hier 


roduces or at least reinforces 


yne that illed 


eci 
archical—geographical as well as imperialistic.~° 
The growth of MNEs tends to ‘produce a hier 
archical division of labour between geographical 
regions »} centralize high-level 
decision-making occu key cities 
in the 
number of 
the rest of the world t 


[T]he existing pattern of 


ions in a few 


advanced countries, surrounded by a 
regional sub-capitals, and confine 
» lower levels of activity 
and income 
inequality and dependency 


[T]he basic relationship between different 


[is] perpetuated 


countries [is] one of superior and subordi- 


21 This hierarchical division of the 
arises from the private, profit-oriented 
character of the MNEs and not from the 
nature of the productive forces. ‘It must 
stressed that the dependency relationship 
should not attributed to technology 

new technology 
but not necessarily a hierarchical struc- 
ture’.2* Under a different form of control, an 
entirely different, more rational, more humane 


nate’ 
world 
basic 


be 


The 


implies greater interdepen- 


be 


dence 


> 


world economic structure could emerge .?* 

The rejection approach focuses on the harm 
of MNI 
dependence, cx 


the f 


ful effects for the developing countries 


expansion: imperialism and 


ploitative transfer pricing, mation ofr 
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class relations 
and 


which is 


interest yy alties 


dividends, 


inflow of capital 


of capital, and other 
24 


many 
Conversely. 


to host<ountry ben 


MNEs. Such 


tO 3 laITOW TUlINE 


benelits are 
aruy 
rhaps a small 


MNEs 


including p¢ 


: rn h 
empioyed the 


opriate and 
reject the MNEs more 
il w them a marginai roie 
linate to the government ec 


Crit 


rientation,*’ while gove 


rHE PRAGMATIC APPROACH 


the acceptan 
approach 

MNE impact on 

and in direct 


pragmatic 

| he 
ost countries, contrast 
rejections of active 
MNEs 
favours active host-government 
MNEs in 
This 


nsonance with the strategy em- 


other approaches 


vernment involvement with the prag- 


1 regulation of 


le cost—benefit mix 


hy TY 
y I 


leveloping countries and with 


he thought of many social ntists,“” and 


suggest, a position towards which 
Rejectors are 
later) 


scie 
represents, | 
A cceptors 


verge (more on 


tending to 
This 


tinguishes between the pragmatic approach in 


and con- 


this article dis- 
its most general form and a particular expres- 
yf the approach which may be called as 
The both 
general and assertive pragmatism presented here 
are the writer’s own and would surely not be 


$10n 


sertive pragmatism rationales for 


acceptable to all other pragmatists. For expo- 
sitional convenience, however, we will speak of 
the pragmatic or fhe assertive pragmatic ap- 
proach 

Our rationale for pragmatism in general is 
upon a social prin- 
which simply states that social science is 
capable of providing only uncertain answers at 
The important issues, particularly in de- 


veloping countries, are engulfed by uncertainty. 


based science uncertainty 


ciple 


best 


Existing theory is inadequate and the real 


world situati is immersed in all manner of un- 
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Knowns 


Uncertainty engulfs attempts at overall ap- 


praisal of ajor development. Evaluating 


the costs and benefits of any historical process 


requires an assessment of the alternatives fore 
counterfactual hypotheses 

Implicit 

mceptions of the alternatives fore 
the seemingly evi 
nature of many of the 
of the MNEs 
ferences, the antagonists com 
another. Even 
formidable undertaking 
the 


political, 


one, and su 


unavoidably highly speculative 


ferences in < 


gone largely account for 


dence-resistant grand 


arguments over the impact Given 


these implicit dif 
monly talk past one 
the actual proce is a 
One ard put 


specilying 


identify vast 


simply to 


multiplicity important economic 
ther effects of 


to measure them 


logical any major de 
pment, le ne 
ym the 
concretely 


uncertainty principle 


useful to eschew 


ippraisals in favour of narrower! 


The 
the pragmatic approach is on the inquiry 


congenial to 
in the 


tasks focus most 


evaluative 


existing real-world situation, by what means 


can welfare f some particular group or class, 
yy Of some country 
the 


on tne 


or group of countries or ol 

world enhanced. This paper’s focus is 

yf the Third-World peoples 

yws that one should be skeptical 
long-term gains from a pro 

The Pragmatist places 


predicted 


welilare 
foll 


yf putative lz 


It also 


posed set of 


measures 
benefits, i.e 
risk, than the 


more convinced analysts who pay little heed to 


less credence in such 


attaches a greater discount for 
the possibility that they may be wrong, and he 
weight than they do to definite 
benefits. The Pragmatist also tends 


gives 


immediate 


greater 


to place a higher premium on measures which 
are reversible and a greater discount on policies 
which entail substantial social pain 

The approach is not necessarily conservative 
Proposals promising definite, near-term benefits 
are often opposed because of fears of indirect, 
long-term [he Pragmatist, with his 
greater skepticism about roundabout, long- 
term effects, is more likely to favour such pro- 
posals than the Acceptor who deplores unwar- 
ranted interference with the market mechanism 
or the Rejector who fears diversion of popular 
energies from the basic task of fundamental 
social restructuring. Nor is the approach linked 
only to minor changes. While it does tend to 
favour piecemeal decisions, allowing evidence 
and experience to accumulate before proceed- 
ing further, even profound social changes can be 
achieved on a step-by-step basis - 


harm 
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lurning specifically to assertive pragmatism, 
our rationale is based also on a second concep- 
tion an extension of the already discussed 
Marxian concept of the social—private conflict 
This extension departs from the original 
Marxian even if one considers the 
Marxian concept a highly useful insight, one 
need not believe that Marx’s horizon was unlimi 
ted. Marx did not foresee the unfolding of that 
conflict. 

It can be argued that capitalism’s viability 
has extended in the face of 
private conflict by the superimposition 
degree of social management upon the private 
control of the productive system. This social 
management took the form of inter- 
vention to deal with system-threatening prob- 
lems; the state undertook economy-stabilizing 
fiscal and monetary policy, effective 
regulation of the banks, unemployment in- 
surance, social security, and all the other func- 
tions that characterize the modern mixed econ- 
omic system. The stewardship of the 
socially interdependent productive system 
curbed the ominous domestic malfunc- 
tions of the capitalist economies. 

We have already suggested that the expan- 
sion of the MNEs can be seen within the Marx- 
paradigm extension of the 
private conflict on a global scale. Productive 
interdependence more thoroughly 
international, but means of state control 
remain national again the of 
control are more parochial than the productive 
system they attempt to harness. 

This extension of the Marxian 
depicts a problem but it also directs attention 
to a possible means of coping with the problem. 
It suggests the possibility of developing still 
broader means of control, form of 
governmental action of transnational scope 

Intellectual symmetry 
just as national manifestations of the social 
private conflict are dealt with on a national 
governmental level, so the global manifestations 
should be handled on a world governmental 
level. But such an orientation would be vision- 
ary. It is more realistic to discuss moves toward 
more cosmopolitan means of control through 
increasing the effectiveness and scope of inter- 
national agencies and international agreements, 
and more important, through the implemen- 
tation by individual governments of comp- 
lementary policies.*? 

Our extension of the Marxian social 
contradiction implies that the web of interde- 
pendence in the national and international pol- 
itical economy is loosely enough interwoven so 


vision ,; 


the social 
of a 


been 


State 


more 


social 
most 
social 


ist as an 


becomes 


the 


Once means 


conception 


ie, some 


suggests parallelism 


private 
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that separate elements can be altered in a way 
that would improve the functioning of the sys- 
tem. In contrast, systemic interrelations are 
implicitly) much more 
tightly interwoven by Acceptors and Rejectors 
For the Acceptor, government interference 
with the market mechanism is likely to have 
broad consequences of a negative character that 
will outweigh apparent improvements. For the 
Rejector, the will compensate to pre- 
serve the privileges of the ruling class, so that 
improvement can only be minimal at best while 
energies are diverted from replacing the system 
itself. Related to the pragmatic conceptions of 
interdependence improv- 
is the associated judgment that despite 


considered (perhaps 


system 


loosely woven and 
ability 
all their shortcomings governments can be a 
vehicle for achieving potential improvements. 
Assertive 
about 
preference for 
and distrust of 
predisposition toward active use of government 
is essentially a mindset, a predisposition on 
to proceed. Assertive may 
differ in many ways: in their degree of assert- 
iveness (for a level bargaining 
strength), in their preferences for capitalism or 
socialism, in their conceptions of the balance of 
dysbenefits by MNI 
activities Similarly, pragmatic 
may be adopted by countries with dif- 
ferent class structures, different bargaining pos- 
itions, other major The ap- 
proach adumbrates a general position, but it 
nevertheless leaves wide scope for disagreement, 


pragmatism with its skepticism 
soul-satisfying ideological scenarios, its 
more certain short-run 


putative long-run benefits, its 


benefits 


how Pragmatists 


particular of 


benefits and generated 


etc assertive 
stances 


and differences 


doubt and indecision.* 

Let us wind up our delineation of assertive 
pragmatism by returning briefly to Rejector 
criticisms: that the Pragmatist, even if assertive, 
is willing to settle for relatively small gains; that 
the benefits that occupy the Pragmatist accrue 
primarily to a narrow ruling class or set of 
élites; and that the harm done by MNEs — in 
aggravating dependence, forming and solidi- 
fying exploitative relations, directing 
economic growth along capitalist rather than 
socialist lines — is monumental. 

The Assertive Pragmatist does not dismiss 
Rejector of the MNE lightly and 


class 


criticisms 


agrees that a serious case can be made that the 


impact of the MNE may on balance by injuri- 
ous. Nevertheless, the Pragmatist (or this one at 
any rate) justifies his position by pointing out 
that the benefits that do ‘trickle down’ are 
often too lightly dismissed* — such dismissal is 
only for the affluent?> 

both his uncertainty-based 


and by reiterating 
skepticism about 
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ff these benefits for speculative ben- 


broader nature and also his obser- 


the capitalist state has proved cap- 
ameliorating fundamental problems. 
The Pragmatist considers the rejection approach 
doctrinaire.*” He also finds that the rejection 
exhibits a curious ahistorical strand 

that contrasts sharply with the broadly histori- 
cal character of Marxist and 
theory. The maj 
typically characterized as inherent in capitalism 


dependence 
9 problems of any period are 


and ineradicable except through socialism. If in 
he problem is alleviated, attention is then 
| 


ocused single-mindedly on the new problems 
inevitably emerge out of the modified con- 
improvements are the 
error in calling the previous problem immutable 


; 


ms. The ignored 


gotten; and the new problems are again 
onsidered ineradicable 
For Marxists 


reign ineluctably 


+ 


example, that 


less 


naintained 
thrust the 
ry-producing 
When in 
ndustrial 
the in- 


the pre- 


I investment 


developed nomues into ¢ 
role in the worid division 


MNEs began 


n r 
DOO! 


investing 1 


subsidiaries in countries, neit 


lustrial progress made nor the error 
vious pronouncements were seriously noted. In- 
shifted to the proble1 zener- 


which 


tead attention 
by these 

1 inappropriate technology and emp! 
all labour aristocracy to produce inappropri- 
thereby 


subsidiaries enterprise 


yed a 
icts for a small elite increasing 


ent, restricting local and 


demand 
production, preventing 


t the 
sf a local capital goods industry producing 


emereg- 


simpler capital goods, aggravating technological 
independence 
the MNEs etc. Thus, say 
trial growth under MNE auspices ‘may properly 


generating excessive payments to 
some Marxists, indus- 


cnaracte as “perverse growth’; that is, 
which rather than en- 
the potentialities of the economy for 


growth undermines, 
hances 


long-term growth’.*8 


(b) Assert pragmat implemented 


Many intern il organizations and pro- 
grammes for dealing with MNEs exist or have 
been proposed. The United Nations has set up 
a Center on Transnational Corporations. Other 
UN bodies, such as UNIDO, FAO, UNCTAD 
and others try to assist the developing countries 
in their relations with the MNEs. International 
agreements or codes helpful to less developed 
countries on patents and on the transfer of 
technology are negotiated. There are proposals 


for a GATT type of agreement on MNEs. Broad 
groupings such as the Group of and nar- 
Andean Pact have con- 
with MNE-developing 
relations, and many other varied 


international co-operation 
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rower ones such as the 


cerned themselves 
country 
schemes for 
been proposed 
These international bodies and programmes 
provide media for exchange of views and know- 


and 


have 


ledge, for systematic collection dissemi- 
nation of information, for undertaking studies, 
for co-ordination of policies and reduction of 
competition between countries, and for 
the establishment of informal contacts likely to 
governments 
might 
negotiations oI 


host 
facilitate c¢ between 
International assist 
developing nations in other 
dealings with MNEs by providing foreign exper- 
tise and training for indigenous personnel 

More important than international 
and programmes, however, are the 
St countries 


-Operation 


rganizations also 


bodies 
actions ol 
the individual h 

Not long ago 
had little confidence in their ability to 
themselves in the 
Nigeri 
ment lamented 
shall 
imperialists 
lead in this 
Io a substantial extent, the sense of weakness 


the less developed countries 
assert 

Asa 
an Minister of Economic Develop- 
Nigerians must accept ‘that we 
continue to be under the control of the 


and capitalists who have taken the 
' 40 


international economy 
former 


world in economic development 


expressed in this statement was justified 

For one there are significant internal 
within most of the developing 
countries concerning MNEs. The dominant 
classes have been in a position to benefit sub- 
Stantially from them, through positions, direc- 
torships, bribes, business linkages, and in other 
ways. The potential personal gains influence 
their perceptions of the national interest, often 
to the detriment of the majority. The ‘labour 
with good jobs in the large foreign 
firms, also have a direct stake in the MNEs. 
Even public interest-motivated government 
agencies might be partisans of an MNE. For 
example, the Western Nigeria Development 
Corporation successfully opposed the establish- 
ment of a competing cement company in West- 
ern Nigeria in order to protect the monopolistic 
profitability of the existing multinational sub- 
sidiary in which it had a 39% holding.* 

Furthermore, the MNEs constitute formi- 
dable bargaining adversaries. Even in extractive 
industries, where the developing countries are 
relatively strong in negotiations, MNE nego- 
tiating strength generally has been impressive .*? 
This is particularly true in the least developed 
countries, where MNE control of essential 


thing, 
differences 


aristocracy 
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technology and market access may be firmer 
than elsewhere.** 

In manufacturing for export, Third-World 
bargaining power with the MNEs is especially 
weak. The MNEs have firm control of the rel- 
evant technologies and of most marketing out- 
lets, particularly if the developing nation is pro- 
ducing a component of some kind. Moreover, 
the MNEs have the political clout necessary to 
combat high developed-country trade barriers 
against manufactured imports from less de- 
veloped countries. Competition to attract MNEI 
export manufacturing subsidiaries further 
weakens the bargaining position of the develop- 
ing countries 

When their leverage was slight, the develop- 
ing countries naturally concluded poor bargains 
with the MNEs a problem that was intensi- 
fied by their very feelings of weakness, for out- 
come is partially a function of the assurance of 
the negotiators. Whatever the issue, whether a 
simple division of economic gain or a 
societal matter, the developing countries were 
able to capture only a small part of the distance 
between the minimums they would accept and 
the maximums the MNEs might concede 

In fact, developing countries have not in- 


broad 


frequently incurred direct economic /osses in 
their dealings with MNEs. A profitable foreign 
investment can quite easily reduce national in- 
come.” The likelihood of a net 
country offers investment in- 
tarill 


from 


national loss 


rises if the host 


centives such as (which im- 
poses a transfer 
the protected firm) or tax forgiveness (which 
transfers potential tax revenues to the foreign 
investors).*5 Further, when 
omy bargaining weakness was compounded by 
foreign swindling or sharp practices and/or by 
domestic political venality, many joint 
ment deals have been made which turned out to 
be complete host nations.” 
Moreover, some _ technological change, for 
example the introduction of labour-saving 
technology in a labour-surplus economy, may 
also lower host-country welfare.47 One major 
study found that almost 40% of the MNI 
manufacturing projects examined in developing 


economies had negative effects on host-country 
48 


protection 


domestic consumers to 


invest- 


fiascos for the 


social income 

If a few developing countries tried to make 
tough generally soft 
bargaining, they were usually unsuccessful. The 
MNEs could adopt an unyielding stance and if 
necessary could usually turn to other potential 
hosts, while the recalcitrants were likely to be 
left empty-handed 

Gradually, 


demands in the era of 


however, developing-country 


developing-<con- 


bargaining power has been strengthened, par- 
tially by the very process of MNE expansion 
that encouraged by developing-country 
weakness. A variety of factors been in- 
volved. 

Once the capital has actually been sunk into 
a project, the negotiating potency of the host 
country is sharply increased, particularly if sig- 
nificant amounts of capital are involved. In 
successful ventures the very profitability of the 
enterprise makes the MNEI 
pressures. The MNE commitment to its overseas 


was 
have 


more amenable to 


ventures also tends to be heightened by organiz- 
ational changes institutionalizing this commit- 
ment and by increasing reliance on foreign 
markets. Growing familiarity in the 
country with the operations of an established 
dispel the air of 
expertise and 
[he proliferation of 


host 


tends to 
and 


subsidiary 
mystery 


impen- 


increases 


etrable 
host-country 

multinationals 
among them has been 1 
host-country stiffening, f ti 


confidence 
competition 


source ol 


and increasing 


an important 
lese developments 


‘ 


| > sources of 


have made available mul 
other know-how, and e 
other 
investment.*? 


technology 


including sources 


access, 
provided by direct 
bility for 


once the exclusive 


tnat 


purview oO! foreign inve 


Carrying Out operations 
has also increased.°’ Developing-country abil 
to win better terms has also been enhance 
the various forms of international c 
discussed earlier 

These elements of strength are reinforced by 
a process which we will call self-fulfilling aspir 


ation growth. As already indicated, a feeling of 
bargaining weakness tends to exacerbate that 
But as the negotiating position of the 
developing countries improves they are encour- 
At some point, 


level) of 


weakness 


aged to toughen their demands 


a ‘critical mass’ (or tough- 


! is reached, by which we mean a ‘mass’ o1 


average 
ness” 
level which institutes the spiral process of self 
fulfilling aspiration growth 

[he spiral works in this way. The increasing 
demands and of the 
nations, emerging in a bargaining situation in 
which these nations have won relatively little 
tend to be effective in winning better terms 
Encouraged by this, their aspirations and nego- 
tiating demands rise. So long as the settlements 
actually reached fall far short of the maximums 
that the MNEs would be willing to concede, the 
heightening of aspirations and con 
tinues to be successful. A self-reinforcing spiral 
bring about 


aspirations developing 


demands 


gets underway 
better terms which cause further heightening of 


rising aspirations 


aspirations and so on. This is the process of self- 
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fulfilling aspiration growth ” 

Possible multidimensional, and 
countries with different goals will presumably 
seek different 
more tavoured by leftist countries 
jualization and significant reductions in 
unemp!l are probably more difficult to 
bargain for than the more commonly sought 


gains are 


somewhat sets of gains. Those 
such as in- 
come <¢ 
yyment, 
gains, such as increases in national income or in 
government revenue 

The spiral is not an endless one, of course 
As the settlements developing 
countries and the MNEs move further from the 
towards the 


willing to concede, 


between the 


minimums 
MNEs are 


increases and 


developing untries’ 
maximums the 
MNI 


dow! 


sistance tends to slow 


wr halt the process. The developing coun- 
that wresting 


further concessions 


from the MNEs incurs increasing costs, particu- 
larly in the form of curtailing investment with 
its infusion of capital, technology, other know- 


alter 


further 


market so that some 


marginal costs of 


w ind access, 


point the demands 
may exceed the marginal benefits 

Experienc confirms that the developing 
countries have been benefiting from 
bargaining with MNEs, as the 


I ng aspiration growtl 


tougher 
thesis of self- 
fulfilli suggests 

have been securing a 
more listribution of direct 
omic gains. Many investments have yielded (and 
prospective investments have promised) 
siderable quasi-rent to the MNEs, i.e. a return 
beyond that needed to induce the investor to 
continue his operations or to undertake further 
investment. It is clear in retrospect that there 
had been a substantial rent element in earnings 
related to minerals and petroleum, an element 
that the developing economies subsequently 
found that they could tap for themselves. And 
‘there is growing evidence of the existence of 
‘quasi-rent’ in the earnings of transnational 
manufacturing enterprises in less developed 
countries ‘3 The developing countries 
have been able to raise their share of such in- 
come through higher taxes, royalties, partici- 
pation in ownership and the like without serious 
consequences for themselves. 

The developing nations have also pressured 
MNEs into which generate further 
domestic development. They have prodded 
domestic subsidiaries into creating local link- 
ages. Although many such firms are disposed 
to secure from their own worldwide corporate 
family as many of their intermediate inputs as 
possible, under pressure they have ‘seemed to 
be accepting the desirability or, at any rate, 
the inevitability of maintaining close ties 


Developing countries 


favourable econ- 


con- 


as well’ 


actions 


> 54 
with the surrounding economies 


The less developed nations have prevailed 
upon reluctant MNEs to establish domestically 
operations they would have preferred to carry 


5S They have also promoted de- 
56 


out elsewhere 
liberate adoption of appropriate technology 
They have sometimes spurred foreign investors 
into a continuing entrepreneurial role.°’ Under 
many manufacturing 
subsidiaries ‘have moved on to other activities 
from simple manufacturing and 
products toward complex ones; from easy mar- 
keting in the local economy to difficult market- 
ing abroad 

Developing countries had relatively 
longstanding policies of accelerating indigeniz- 
ation of labour and management through in- 
formal and formal government ac- 
tion. Indigenization of ownership, i.e. divesti- 
ture, has also been pushed, for example, in the 
Zambian copper mines (with neither of the two 
MNEs raising any objections in 
principle despite previous government 
of nationalization intent),°? and in 
through its Indigenization Decree.” 

Local MNI 
vailed upon to support broad international pol- 
itical objectives of the host country, sometimes 
at considerable cost to the subsidiary. For 
example, Sklar relates how the Zambian copper 
mining subsidiaries of Anglo American Corpor- 
ation and AMAX ‘co-operated fully and loyally’ 
in Zambia’s costly efforts to free itself of logis- 
tical dependence upon white minority-ruled 
Rhodesia.* 

The MNEs have generally accepted all the 
prodding and pressuring. They have come to 
expect continually escalating demands when 
they are successful® and this is built into their 
initial investment calculations and decisions. In 
fact, in favourable circumstances, a ‘determined 
and stable public sector . . . can get foreign in- 
vestors to ‘unacceptable’ conditions 
while obtaining a rising flow of’ foreign invest- 
ment.® 

By now it is clear that developing countries 
have achieved absolute gains and that MNEs 
have continued to thrive in a milieu of govern- 
ment pressures on and bargaining with MNEs 
This of course does not disprove the cases made 
by the Acceptors or Rejectors, but it has 
tended to persuade many to moderate their 
views. “There is no longer the sharp separation 
between those who think that what is good for 
General Motors is good for humanity and those 
who see in the multinational corporations the 
devil incorporated. The basic orientations 
remain quite vigorous but there has been some 


pressure foreign-owned 


processes 


have 


insistence 


nationalized 
denials 
Nigeria 


subsidiaries have even been pre- 


accept 
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degree of convergence toward the pragmatic ap- 
proach. Many Acceptors have come to see poss- 
ible Third-World gains in a somewhat wider 


range of host-goverment measures concerning 
MNEs and many Rejectors have come to rec- 
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ognize a wider range of actual or potential host- 
country benefits from MNE activities. In the 
distribution of positions, the ‘standard devi- 
ation’ around the pragmatic position in the 
centre has decreased. 


NOTES 


1. There are, of course, other taxonomies. See, for 
example, the interesting six-fold classification pro- 
posed by Lall in ‘Less-developed countries and private 
foreign investment: a review article’, World Develop- 
ment, Vol. 2, Nos. 4—5 (April—May 1974), p. 43 


For example a General Motors vice-president who 
discussed the United Nations objective of introducing 
‘some form of accountability to the international 
community’ solely in terms of harmonizing national 
laws so that the MNEs could function with fewer im- 
pediments. United Nations, Summary of the Hearings 
Before the Group of Eminent Persons to Study the 
Impact of Multinational Corporations on Develop 
ment and on International Relations (New York 
United Nations, 1974), ST/ESA/15, p. 81. 


3. We have distilled these six propositions from his 
latest book, Storm Over the Multinationals: The Real 
Issues (Cambridge, Mass.: Harvard University Press, 
1977). This book is intended to be the definitive sur- 
of the role of MNEs 


issues’ 


vey a presentation of ‘the real 


4. Johnson stated this point as follows: ‘In an 
important the fundamental problem of the 
future is the conflict between the political forces of 
nationalism and the economic pressing 
world economic integration. This conflict currently 

is between the national government and the 
international corporation ‘Harry Johnson, /nter- 
national Economic Questions Facing Britain, the 
United States and Canada in the Seventies (London 
British—North American Research Association, June 
1970), p. 24, quoted by Robert Gilpin, United States 
Power and the Multinational Corporation: The Pol- 
itical Economy of Foreign Direct Investment (New 
York: Basic Books, 1975), p. 220. 


sense, 


forces for 


5. Vernon, op. cit., pp. 212, 215 


6. ibid., pp. 152, 145. 

7. Raymond Vernon, ‘Storm over the multi- 
nationals: problems and prospects’, Foreign Affairs, 
Vol. 55, No. 2 (January 1977) (pp. 243—262), p. 249. 
(This article is based on Vernon’s book, cited pre- 
viously.) Vernon also stated that the MNEs have 
aroused much ‘speculation and foreboding over their 
effects on the national economy [and] much of it 
has been very wide of the mark’. The sense of indepen- 
dence the developing economies are seeking is a ‘Holy 
Grail’. ‘Storm’, pp. 245 and 253; see also Storm, pp 
204, 212. 


8. Vernon, Storm, pp. 19, 14 

9. ibid., pp. 137—138. ‘The multinational enterprise 
cannot escape the consequences of the pervasive un- 
ease in the industralized world’. It is a highly visible 
scapegoat. Loc. cit 

10. ibid., pp. 123, 125, 136. 

11. C. Fred Bergsten, Thomas Horst and Theodore H 
Moran speak of ‘the threat of investment wars — pri- 
marily between home and host countries be- 
cause these countries increasingly seek to tilt the ben- 
efits of foreign direct investment in their national di- 
rections’ Multinationals and American 
Interests (Washington, D.( The Brookings Insti- 
tution, 1978), p. 487. Investment wars are ‘akin to the 
trade wars of a past generation’, p. 494. 


{merican 


12. Some of those grouped here among the Acceptors 
are labelled by Sanjaya Lall as neo-traditionalists who 
‘believe in the good, old-fashioned virtues of early 
capitalism [but] are worried by the giantism and 
power of the present MNI These tend to favour 
governments. Lall, op. cit., 


some intervention by host 


p. 44. 


9. See 
The basic 


also, Bergsen ef 
thrust of their 
‘is to maximize global eco- 
maximizing the scope for foreign 
direct investment to respond to market forces. This 
requires both widespread agreement that such rulvs are 
desirable and active intervention to thwart efforts by 
individual countries or groups to induce deviations 
from the norm, through either constraints or excessive 
inducements’. They want an ‘open and effective inter 
national economic They are akin to Lall’s 
neo-traditionalists, however, for they also favour pol- 


13. Vernon, Storm, Chap 
al, op. cit., pp. 493-495 
policy recommendations 
nomic welfare by 


system 


icies ‘to deal with those cases where the social costs of 
unfettered corporate activity would simply 
high’ 


be too 


14. Lall refers to dependence theory which is ‘not 
quite Marxist’ but not simply nationalistic. Lall, op 
cit., p. 45. 


15. Perhaps the most widely known work embodying 
the rejection approach is Richard J 
Ronald E. Muller, Global Reach: The Power of the 
Multinational Corporations (New York: Simon & 
Shuster, 1974), a book which is neither Marxist nor of 
the dependency school 


Barnet and 
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l¢ is the cred fanew Marxist 
are ‘many Marxisms’. Marxist Per 
1 (Spring 1978) 


In Marx's te s, t flict between ‘the ma 
ty’ and ‘the existing 
property rel 
summing 
nciusi 
nom whicl ’ reache continued 
fl my studies Karl 
Critique of Political 


Kerr, 1904), pp. 11 


Charles 


interdepen 


MNEs, but t 


ternational 


rk: Macmillan 


in the next 


mainstream 
3 Marxist orien 
ai—geographical was, in 


significant development of Marxian 
MNEs. Baran and Sweezy had empha 
tional aspects of MNEs 


wn long-run interests and 


Concerned 
oblivious of 
f alter 


m more 


m the basis 


MNEs 
less developed countries, on 


making decisions 


tive er the world, the impact 
developed home or 


he C 


actions of the 


the decisions and 
taken 


was incidental 
multinational companies are 
promoting the interests of the 


untries 


solely with a view t 


companies themselves and whatever effects, ben 


eficial or injurious, they may have on the various 
countries in which they operate are strictly incidental’ 
(p. 29). The MNEs’ common interests and objectives 

and this is the basis of contemporary imperialism — lie 
in the preservation and extension of relatively unfet 
tered capitalism. [Paul A. Barna and Paul M. Sweezy, 
‘Notes on the theory of imperialism’, Monthly Review, 
Vol. 17, No. 10 (March 1966), pp. 15—33.] Hymer 
challenges the Baran—Sweezy notion of supranational- 
ity and a geographical base for Marxist im- 
perialism rendering the hierarchical, 
exploitative nature of MNE operations accordant with 


the North—South geographical division of the World. 


restores 
theory by 


p. 114; also pp. 124-125, 12 


126—127, 134-135 


24. Thes f MNI 


discussed further at the end of Secti 


criticisms generate 


25. A distinction might be made between the argu 
ment that MNEs have a negative impact on develop 
that whatever the proximate 


they rein 


nent and ti argument 


they are harmful because 


m and obstruct the emergence of social 


like many radicals, have a strong 


tendency t ) *r those who disagree with them as 


not only morally tainted 


nple, Tanzania's ‘basic principle’ with 


foreign investment, says Neers@, ‘is that 


foreign investors cannot adopt themselves to the 


lations nsidered necessary by Tanzania, she is 


off without their investments’. Peter Neers¢é 


foreign investment’, in Carl 
ifrica (New 


1975), p 


zania’s poli on private 

Widstrand i.), Multinational Firms in 

Y ork Afr Holmes & Neier 
4 


Publishing 


ations and nations are 


and irrevocably opposed to each other 


ch to its final conclusion, is to 


put the point differently, the 


, Carried 
er. Ort 
historic f the global capitalist system is leading 
to one t utcomes: world empire or world revol 
Sweezy and Harry Magdoff, The D) 
S. Capitalism (New York: Monthly 
72), p. 111. Hymer is equally sure 
beyond the MNC’ and to re 
apitalist he’s not at all sure 
it with (pp. 131—135). He 
defined kind of ‘alternative 
organization in the form of national planning’ 
emphasis on /ocal ‘social and political control of econ 
omic decision making * (pp. 126—127) 


ition.’ 
namics 


system, but 
favours 
system ol 


with 


some Vaguciy 


Diaz Alejandro, Helleiner, Lall, Pen 
Streeten, all cited in this essay. A develop 
ment te a pragmatic orientation is Economi 
Development in the Third World by Michael P. Todaro 
1977); see especially pp. 326 


29. For example 


rose and 


(London: Longman 
332. 


who discusses many areas of uncertainty 
‘A major difficulty in as 
is that far from be- 


30. Streeten 
regarding MNEs, remarks 
sessing | the effects of MNI s| 
ing able to quantify precisely these effects, we do not 
even know, in general, their direction.’ Paul Streeten 
‘The multinational enterprise and the theory of de- 
velopment policy’, World Development, Vol. 1, No. 10 
(October 1973) (pp. 1—13), p. 3. 


31. One might maintain that the pragmatic approach 
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puts ideology in its proper place. In the hurly-burly of 
the real world, ‘policy decisions are unavoidably in- 
fluenced by ideology, more specifically by the prevail 
ing policy predisposition and the 
economic destination’. In the presence of uncertainty 
‘decisions are inevitably influenced by the leadership’s 
atti 


Decisions are 


desired politico 


policy predispositions, based on a melange of 
tudes, emotions and prior convictions 
also colored by the related matter 

politico-economic destination of those with power, i.e. 
the kind of political economy they want to establish.’ 
While such reliance upon ideology is unavoidable for 
any decision-maker, the uncertain Pragmatist, skepti 
cal of grand predictions, tends to keep ideological pre 
dispositions subservient to evidence and subject to re- 
{This writer’s Nigerian 
of California Press, 


of the desired 


view in light of experience 
Capitalism (Berkeley: University 
1977), pp. 282—283; apologies for quoting myself. ] 
32. ‘Ultimately, the only proper response t 
ization that takes a global view will be global control’ 
In the meantime, however, ‘national governments will 
have to find ways Streeten, op. cit., p. 7. Vaitsos 
speaks of the need for ‘a certain degree of of 
action’. Constantine V. Vaitsos, ‘Power, knowledge 
and development policy 
national enterprises and 


O an Organ 


unity 


relations between trans 
developing countries’, in 
Gerald K. Helleiner (ed.), A World Divided: The Less 
Developed Countries in the International Econom) 
University Press, 1976), p 


(Cambridge: Cambridge 


141 


33 
mends 
investment 


Alejandro recom 
‘Direct 


Diaz 
of policy rules of thumb. foreign 
in Latin America’, in Charles P. Kindle 
(ed.), The International Corporation (Cam- 
bridge, Mass. The MIT Press, 1970), pp. 328, 342 


For this reason, Carlos | 


use 


berger 


34. Hymer, one-third 
of the population can 
sense (p. 131) 
hundreds of millions of people. Moreover, Hymer dis 
that grates in this 


for example, says: ‘At most, 
be to 
t 


However, this may amount t 


said benefit in some 


misses even this gain by a relativity 
era of emphasis on absolute poverty. The gain involves 
only 
status remains unchanged 
ates achieve (in part) the consumption standards of 
their superiors in a previous period and are thus torn 
in two directions: if they look backward things 
seem (my emphasis) to be getting better; if they look 
see that their relative position has not 
changed. They receive a consolation prize 
ening the reality that in a 
succeed and many fail.’ Hymer, op. cit., p 


‘an illusion of upward mobility’ because relative 
‘In each period subordin 


upward they 
solt- 
competitive system, lew 
125 


Brazil, 
economk 


that 
effects 


35. A recent indicates even in 


where the 
growth have been severely 


study 
income-distribution of 
criticized, the absolutely 
poor made considerable gain, although those slightly 
higher on the economic ladder did not fare so well 
Gary S. Fields, ‘Who benefits from economic 
development? A reexamination of Brazilian 
in the 1960s’, American Economic Review 
No. 4 (September 1977), pp. 570-582 


growth 
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36 


*The 


objectives | ‘equality \< 


MNI 


livelihoods and 


relation between the and these social 
generally 
will 
depend upon the ability and willing 
to the ‘right 


the host 


ybs 
meeting the needs of the masses of poor pec ple 
to a large extent 

of the government 
policies.” Streeten, op. cit. p. 2. If 
country government does not carry out policies which 
MNI 
Assertive Pragmatist stands with the 
ing the MNE as well rovernment responsible 
The Pragmatist basically with Baran’s biting 
criticism of ‘the observation that what the government 


ness host pursue 


however 
for 


its people, the 


Rejector in hold 


capture generated benefits 


as the 


agrees 


of a source country does with its receipts from foreign 
enterprise has after all nothing to do with the ‘purely 
economic’ appraisal of the foreign enterprise’s contri 
bution to economic development This view 
affords a veritable textbook example of the inherent 
incapability of bourgeois economics to penetrate the 
subject matter of its investigation.’ The existence of 
foreign and the 
corrupt, and reactionary comprador 
are not fortuitous coincidences but [are] 

connected aspects of one reality. Paul A 
The Political Economy of Growth (New 
Monthly Review 1957), pp. 217-218 
Streeten asserts that if policies intended to capture 
MNE benefits for the host-country people ‘are 


or defective 


investment existence of wasteful 
regimes 

inter 
Baran 
Y ork 
Press, Thus 
absent 
or are themselves the result of the 
MNE, the MNI be judged by 
variables normally prope! 
Streeten 


sures of the its 
impact 
direct 


op. cit., p. 2. 


may 


on regarded 


as 


objectives of government policies 


hel 


5 Because < " 


simplistic, the 
by all 


regarding 


f its tendency to be 


Marxists 
the 


countries 


jection approach is not embraced 


oversimplifications 
on developing 


Thus, in discussing 
impact of foreign investment 
lead to a false orthodoxy and have 


the 


easily 
consequences in actual policy’ 
Tamas Szentes 

tially a pragmatic approach. He criticizes a ‘one-sided 
critique of colonialism. This version takes into 
the fact of the exploited and disadvantageous position 
of the countries in in the international 
capitalist division of labour, but it neglects the 

tural background of the latter as well as the shifts of 
factors within it, and 
prompt and complete disengagement from the inter 
national capitalist without considering the 
historical context, conditions, and the of 
such a disengagement.’ Szentes, ‘Socioecon- 
omic effects of two patterns of foreign capital invest 
ments, with special East Africa’, in 
Peter C. W. Gutkind and Immanuel Wallerstein (eds.), 
The Political Contemporary Africa 
(Beverly Hills, Calif 


which ‘may 
disastrous Hun 


garian Marxist economist takes essen 


account 


question 
struc 


power thus cavalierly suggests 
system 
the costs 
Tamas 
relerence to 
Economy of 


Sage 1976), pp 261 


6) 
38. Giovanni Arrighi and John S. Saul, ‘Socialism and 
economic development in Tropical Africa’, Journal « 

Modern African Studies, V: 6. No (July 1968) 
p. 150. The authors the perverse-develop- 
ment concept to Sachs in a 1966 paper. It is similar 
to the underdevelopment of an 


economy for example, his “The development of 


attribute 


Frank’s concept of 


See 
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See also llett, ‘Inducements for industrial de- 
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Yale University Press 
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ries’, Economic and Political 
7 (February 1976), p. 289 
facilitated by 


t of this critical mass is 


imstances, for example: economic 


home country (which probably in- 
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make 
home 


creases the ability and willingness of the MNE t 
concessions); balance-of-payments ease in the 
country (which might encourage greater governmental 
co-operation with MNE concessions); the development 
of a world climate of opinion which is more support 
ive of poor-country aspirations; a growing network of 
and informative international 


mutually encouraging 


interrelations among host nations 
that countries 
scope to take independent and radical 
action with regard to multinational corporations than 
larger industrialized countries 
| Moreover] the less 
their 
for the prevailing tra 


52. Penrose believes ‘less developed 


often have more 


do governments of the 
Retaliation is more difficult 
developed countries are often less inhibited by 


own attitudes and by respect 
ditions and rules of international economic behavior, 
holding either that 
made in the interest of the industrial powers and have 
no moral claim to that 
their own history of deprivation justifies exceptions in 
their Edith Penrose, ‘Ownership and control 
multinational less developed countries’, in 
Gerald K. Helleiner, A World Divided cit., Pp 


1S] 


those traditions and rules were 


international acceptance, o1 


favour.’ 
lirms in 


7 


53. Helleiner, “Transnational enterprises in the manu 


facturing sector op. cit., p. 641. also p. 644 

54. Raymond Vernon, Sovereignty at Bay: The Multi 
national Spread of U.S. Enterprises (New York 
Books, 1971), p. 54. The foreign 
raw materials enterprises, but the process obtains more 
generally. See also Walter Chudson, ‘Africa’, in H. R 
Hahlo, J. Graham Smith and Richard W. Wright (eds.), 
Nationalism and the Multinational Enterprise: Legal 
Economic and Managerial Aspects (Dobbs terry, NY 


Oceana, 1973), p. 148 


Basic 


reference here is to 


Zambian government’s 


its copper 


55. For example, when the 
desire to initiate fabrication of 
opposed by the two multinational mining companies 


loc al was 
operating there, Zambia turned to an outside consor- 
tium of three American Swedish The 
government used this consortium ‘as a means of lever 
age to move the mining groups from an obstructive to 
an accommodative position’, and complicated 
negotiations a fabricating company was formed which 
and the Zambian 
pp. 93-95. 


and firms. 


alter 


was owned by all five 
Government. Sklar, op. cit., 


companies 


56. For use in developing countries, for example, 
Philips NV of the Netherlands developed a small-scale 
production unit which was both low-cost and more 
The 
Italian firm Oltramare designed specifically for use in 


Tanzania a highly mechanical 


labour-intensive than its typical European unit 


successful cashew-nut 


PRAGMATISM AND THI 


MULTINATIONAL ENTERPRISES 


processing plant, which ‘radically 
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Erratum 


Delasanta, David W. and Robert P. Morgan, “The 
choice of sugar cane processing technique for Pakistan’, 
Vol. 8, No. 9 (September 1980), pp. 725—739 

On p. 739, the reference to D. J. C. Forsyth et al. , 
‘A report on a pilot investigation of the choice of tech- 


nology in developing countries’ (University of Strath- 
David Livingstone Institute of Overseas Devel- 


clyde 


opment Studies, 1975) is incorrect 

The sole author of that report is in fact James 
Pickett, the Director of the David Livingstone Insti- 
tute. There is no formal or substantive reason fo? 
attributing authorship, even partially, to D. J. ¢ 
Forsyth. The editors extend their apologies to Mr 
Pickett and Mr. Forsyth for this inadvertent error 
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Summary. 


This paper analyses the initial conditions for development facing post-colonial 


African nations, outlines alternative development strategies followed by different groups of 
countries and assesses the consequences for growth and poverty alleviation. On the basis of this 
diagnosis the paper outlines a number of policy priorities for the future including greater re- 
search, extension and infrastructure support for smallholder agriculture, an improvement in the 
overall structure of incentives in favour of agriculture, a more realistic urban formal sector wage 


structure to reduce rural 


urban migration and foster a more internationally competitive manu- 


facturing sector, and greater emphasis on surplus generation through government budgets and 


parastatal enterprises 


PHE HISTORICAL LEGACY 


A good development economist should also be 
something of an applied historian of economic 


thought (Myint) 


(a) The pre-colonial setting 
The researches of the Leakey family and 
others indicate that man’s origins may be found 
in East Africa. But after the species had spread 
to other continents, sub-Saharan Africa was in- 
creasingly from land 
north and east by the spread of deserts across 
Sahara and Arabia. Toynbee (1964) has ob- 
served, ‘Geography kept sub-Saharan Africa out 
of the history of civilization The desert in 
the north, the falls at the mouth of the rivers 
which prevented navigation, isolated Africans 
and deprived them of the mingling of peoples 
which produces civilization.’ The 15th century 
(A.D.) witnessed the first major contacts be- 
tween sub-Saharan African societies and the 
mercantilist European nations, which were 
destined to leave their colonial imprint on 
Africa. It is a good point of departure to sketch 
some salient aspects of contemporary African 
economic and social organization and outline 
their evolution under the influence of growing 
commercial and political contact with Europe 

The overwhelming majority of Africans were 
engaged in subsistence farming. As most soils of 


isolated masses to the 


tropical Africa tended to be light, low in plant 
nutrients, easily leached by heavy rains and 
scorched by the sun, the farmers adjusted to 
these natural deficiencies by resorting to 
shifting cultivation, usually based on slash-and- 
burn techniques. In most parts of the savannah 
and bush country shifting cultivation was facili- 
tated by the virtually limitless supply of land 
The system discouraged permanent individual 
rights in land. When communities moved, indi- 
vidual farmers could stake out their new fields 
with family labour as the chief defining con- 
straint. Communities were typically delineated 
by kinship. A political concomitant of shifting 
cultivation was that chiefship tended to be over 
people rather than land (Goody, 1971). With 
one or two prominent exceptions (Ethiopia for 
example), European-style feudalism based on 
land-scarcity was unknown.! In addition to this 
dominant mode of farming, other types of agri- 
culture were practiced by nomadic herdsmen, 
like the Somali and Masai 

While the agricultural subsistence economy 
was dominant, commerce was nourished by, 
and in turn nurtured, the West African medieval 
empires of the Niger bend (such as Ashanti, 
Dahomey, Mali, Benin), which flourished ca 
14th—19th centuries. Some of these empires 


* The views and interpretations in this document are 
those of the author and should not be attributed to 
the World Bank, to its affiliated organizations, or to 
any individual acting on their behalf 
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were founded on the long-distance trade which 
took gold, ivory West frica 
across the Sahara to the Maghreb and Europe in 
return for salt, cloth and Profits from 
the trade not only sustained some of the states 
but also nurtured craftsmen (jewellers 
masons, carpenters), who 


from 


and slaves 
beads 


weavers 
iron-workers, potters 
met the local needs of the better-off merchants 
however, no universal! 


and nobility. There was 


link between the growth of commerce and the 


rise of structured state systems (Duignan and 
as in Benin, the rulers 
and profit from their control 


exchange. At other 


). Sometimes 


derived powe! 
over long-distance times 


state power relied less on the cash nexus and 
tection 


1d a vanety ol 


more on pr ififered their subjects 


favours religious, judicial and 
commerce did not 
strong Further 
commerce was usually impelled by 
tives, kinship and tribal affiliations 
often influenced its than pure 
market principles. Finally, while the trade in 


commodities was responsive to supply and de- 


political services. Conversely 


always require state 


hile 


systems 
more, W 
economic m 


course more 


labour were seldom allocated 
From. the 


development, the 


and 
f markets viewpoint of 
long-run economic West 
African long-distance trade suffered from one 
grievous handicap: it relied much too heavily 
on wasting assets like gold, ivory and slaves, and 
very little on production 
In comparison with 
Asia, one aspect of 


mand, land 


through 


contemporary Europe 
sub-Saharan African 
is sharply silhouetted: their techno 
logical backwardness. Some key examples will 
suffice. One Bronze Age invention which was 
prevalent throughout Eurasia, the plough, had 
not yet reached sub-Saharan Africa (except 
Ethiopia). This meant animal power could not 
be harnessed to farming. More generally 


and 


societies 


animal 
traction Africa 
In part this was due to the high incidence of 
fly-borne draft-animal-killing like 
trypanosomiasis. But it is also attributable toa 


more general lacuna in adopting the wheel to its 


was little used in sub-Saharan 


diseases 


including harnessing 
an integral ele 
While the 


have 


numerous potential 
and 
ment in 
technique of iron-smelting is known to 
reached Meroe in Northern Sudan 
the 6th century B.C 
other parts of the level of 
craft skills in iron-working ca 16th—18th cen- 
turies was not yet adequate to localize the manu- 
facture of muskets brought by 
(this contrasts with experience of 
ary Japan and Sri Lanka). This 
Africans at a disadvantage in 


uses 


wind water power and as 


various irrgation devices 
as early as 
and to have spread to 


Africa subsequently 


the Europeans 
ontempor- 
was to place 


serious their 


conflicts 
1971) 
The advent of European mercantilist interests 
on the west coast of Africa in the 1 Sth century 
had prof First, the existing 
yverland trade links were gradually supplanted, 
the European-con- 
linking the West 
as well as points on 
In part 
trading patterns was due 


with European encroachment (Goody 


und consequences 


significance, by 


in relative 
maritime 
ast to Europe 
to each other 


trolled commerce 
African co 
the West African coast 
this reorientation of 
to the economic superiority of the 
over the routes. But 


new sea 
land 
was helped along by the use of 
disrupt the 
route. Thus, early in history, a pattern was set 
which ild inexorably strengthen the econ- 

between Africa and Europe, while 
inducing the gradual atrophy of intra-African 
economic ties (Rodney, 1972). Second, during 
the 16th and 17th centuries the growing influx 
textiles, 


borne commerce 
sometimes it 
rce to trade 


superior existing 


omic 


of European manufactures, especially 
pre-empted the market for local 


men and may 


African crafts- 
well have induced a situation of 
‘technological arrest’ amongst the local fledg- 
ling manufacturers (Rodney, 1972).° 

Probably, the profound immediate 
consequence of European mercantilism was the 
ost it gave to the slave trade. Slavery 
had many centuries and in many 
forms.* The pre-15th century growth of long- 
distance commerce and associated gold-mining 
had undoubtedly slavery. But pre- 
Africa had never developed large-scale 
plantatior The European conquest 
of the New World led to the institution, in the 
Americas and West Indies, of large tropical-crop 
plantations cotton 


most 


massive ¢ 
existed for 


increased 
colonial 


economies 


(sugar, tobacco coffee) 


which were sustained by one of the most mass 
ive and cruel 
tory 
tives may have been shipped across the Atlantic 
in the course of the four centuries during which 
the trade flourished (Duignan and Gann, 1975 
Kamarck, 1971). Uncounted millions more lost 
their in slave raids and during transship 


forced migrations of recorded his 
Anywhere between 10 and 15 million cap 


lives 
Aside from the excruciating human cost 
lirectly afflicted, the far-reaching con 
slave trade have sum- 
marized thus by one experienced and 
analyst Africa (Kamarck, 1971, p. 8): ‘It 
off from the continent human beings at 
productive ages. Worse still, it en 
tribe to fight tribe and encouraged 
conflicts tribes. Finally, and perhaps 
most importantly, any advantages that Africa 
derived from contact with the rest of the world 

the learning of some skills, the introduction 


ment 
to those 
sequences of the been 


§¢ yber 


drew 
their most 
couraged 
within 
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of new foods such as maize and manioc — were 
more than offset by the slave trade’s plunging 
vast stretches of Africa into anarchy. Whatever 
else economic development requires, it does 
need a basic minimum of personal security.’ In 
addition this vast expansion of the slave trade 
retarded the evolution of African wage labour 
and labour-enhancing technical innovations 

The final Europe’s 15th- 
century coming to Africa was that it led, step by 
inexorable step, to the extension of European 
military and political domination over the con- 
tinent, culminating in the 1880s ‘scramble for 
Africa’, when the continent was comprehen- 
sively carved up among the rival European 
powers. Though the volume of trade increased 
gradually after the 1ISth century, European 
involvement in sub-Saharan Africa until the 
1870s remained limited to the peripheries’ (ex- 
cept for the migration to the Cape Colony which 
began in the 17th century). Europeans con- 
trolled small coastal, trading enclaves through a 
form of ‘informal empire’ based on gunboats 
and consuls. In the 1870s a number of develop- 
ments precipitated a much keener imperial com- 
petition for territory. A vast new market for 


consequence ol 


palm-kernels was opened by a French scientist’s 


In the Cape Colony the 
The 


long- 


discovery of margarine 
Kimberly vein of diamonds was discovered 
steamship came of age as a low-cost, 
distance carrier of bulk commodities, and was 
adapted for inland river navigation. In East and 
Central Africa the European explorations in 
quest of the source of the Nile opened up new 
horizons for adventure and annexation. Finally, 
imperialism became a rallying cry in the dom- 
estic politics of European nations, thus lending 
support to the European merchant 
seeking greater political expansion to consoli- 
their expanding commercial interests 
rival European traders and African 
The marriage of political expediency 
and commercial gain was exemplified in the 
large, new, monopolistic, chartered companies 
which attempted to fuse commerce and govern- 
ment at no cost to the imperial nation.® While 
many of these companies failed to make much 
profit for most of their shareholders (though 
company officials were often enriched), they 
succeeded in their primary objective of bringing 
vast tracts of the African hinterland under 
European imperial domination 


houses 


date 
against 
brokers. 


(b) The impact of colonialism (1890—1960) 


The early years of colonial rule were charac- 
terized by a mixture of brutal application of 
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force and the founding of the infrastructure of 
modern economic states. In their territorial ex- 
pansion in quest of commercial opportunities 
and minerals the European chartered companies 
and concessionaries, in collaboration with their 
imperial mother-nations, fought bloody battles 
of subjugation. Nor did they 
forced African labour in exploiting the newly- 
opened mines, collecting and transporting ivory 
rubber and timber, and building the great new 
On the other hand, colonial rule put 
and slave-raiding. And the 
Though some- 
purposes, 


hesitate to use 


railways 
an end to slavery 
railways and roads did get built 
times they built for strategic 
they inevitably opened up vast tracts of African 
hinterland and gave an enormous fillip not only 
to the European-controlled mining, but also to 
African commercial agriculture.’ Given the 
earlier paucity of wheeled transport, and the 
susceptibility of pack fly-borne 
diseases, the impact of railways and lorries on 


were 


animals to 


African economic development was enormous 
(however, there 
quences in the form of a more rapid spread of 
communicable diseases, including some Euro- 
pean imports that were new to Africa).° New 
crops, like cocoa, sisal and cotton, were intro- 
duced and propagated (Yudelman, 1975). A 
start was made with public health facilities to 
control the effects of diseases affecting man 
and livestock. Schools were built, with the 
missionaries taking the lead. Above all, once the 
colonizing conflicts had been fought to their 
conclusion, the system provided the minimum 
of public security necessary for economic devel 
opment. In sketching some of the lasting ele- 
ments of the colonial imprint it is 
deploy Kilby’s (1975) distinction between two 
types of experience 


were some adverse conse- 


t 


useful to 


(i) the ‘white-settler colonies’ of East and 
Central Africa;’ and 


(ii) the peasant economies of West Africa 


(i) The 

There are at least three major distinguishing 
characteristics of the economic evolution of the 
‘white-settler’ colonies, as exemplifed by Kenya 
and Southern Rhodesia. First, the development 
of African commercial agriculture was retarded, 
at least until the early 1950s, when the policy 
was reversed. European settlers, in conjunction 
with the colonial administration, deployed pol- 
icies of land alienation (and the associated con- 
cept of ‘African reserves’), discriminatory orien- 
tation of government research, credit and 
extension services, manipulations of prices and 
markets, and outright bans on African farming 
of certain crops, to develop and maintain the 


‘white-settler colonies’ 
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profitability of European farms. The ‘African 
reserves’ served as pools of wage labour to the 
European farms. Africans were induced to work 
(after forced labour had been phased out by the 
end of World War I) through the need to pay 
taxes levied on them and the concomitant denial 
of cash farming opportunities. In Kenya, Afri 
cans were prohibited from growing coffee until 
1948—1949,. and dairy cattle were strongly dis- 
couraged by withholding essential veterinary 
services until 1955 (Heyer, 1976).'® It was only 
in the 1950s that the restrictions on African 
farmers were lifted and state support shifted in 
their direction (in the form of the Swynnerton 
Plan). The result was a rapid growth in African 
agricultural output. By of contrast, in 
where the settler farming community 
influential, African 
was encouraged from the early 


way 
Uganda 
farmiv¢ ol 
cotton 1900s 
Here, the discriminatory power of the state was 
aimed more at the Asian traders (the middle- 
men between the African producers and the 
European ginners), who responded by switching 
from trade to ginning and other industrial 
activities (Kilby, 1975) 

Second, local industry began much 
in the settler colonies than in the peasant econ- 
omies of West Africa. One general reason seems 


was much less 


earlier 


to have been the pro-industrialization influence 


of a resident European population which 
possessed the technical, managerial 
and entrepreneurial skills, the requisite contacts 
with home-based firms and the political lever- 
age to influence the colonial administration to 
grant support and protection to nascent indus- 
trial activities. There were, of course, also indi- 
vidual factors like the Ugandan Asian reaction 
to trading restrictions (noted above) and the 
pioneering industrialization role of the British 
South Africa Company in Southern Rhodesia 
(Kilby, 1975). In these economies, where local 
industry (albeit controlled either by Europeans 
or Asians) had an early start, the disruption of 
trade caused by World War II gave a major 
import-substituting boost to industrialization 
Third, the settler were generally 
characterized by a more venerable tradition of 
state intervention in the economy. From the 
earliest years of British colonial rule in East and 
Central Africa restrictions were imposed on the 
number and nationality of traders allowed to 
operate in specified areas. State monopolies 
over export crops were set up. Restrictions 
were imposed on who might sell what to whom 
Industrial licensing, currency restrictions, trade 
controls and tariffs proliferated. World War II 
greatly increased the variety and intensity of 
the colonial administration’s intervention in 


necessary 


colonies 


these economies. As Bauer 645) 


(1975 p 
notes 


From the 1930s to well into the 1950s, the major 
beneficiaries of trading and processing in East and 
Central Africa were expatriates rhe cost was 
invariably borne by the would-be entrants excluded 
from activities, and by the unorganized 
farmers and consumers whose terms of trade were 
Under African conditions, the fam- 
iliar effects of such a maze of restrictions were 
pronounced: fragmentation of the economy; re 
striction on the movement of people and com 
retardation of the spread of the exchange 
establishment and 


these 


worsened 


modities 
economy; obstruction of the 
extension of low-cost producers 
political tension; retardation of capital formation 


and the emergence and extension of corruption.!! 


provocation ol 


(ii) The peasant ec: of West Africa 

The outstanding differentiating 
istic of the West African peasant economies was 
the lynch-pin role of African farmers through- 
out the colonial period. Except for a few plan 
tations in the Ivory Coast, Liberia and Nigeria, 
the market-oriented production of both export 
hands of 


7IOMmIECS ¢ 


character- 


crops and foodstuffs was in the 
African This had three major econ- 
omic consequences. First, by the mid-20th 
century the average West African peasant from 
the Gold Coast (Ghana), the Ivory 
Nigeria or Senegal enjoyed a much higher stan- 
dard of living than his counterpart in East and 
Central Africa (except for regions of 
Uganda). Second, this long history of com- 
mercial farming provided the experience necess- 
ary for large numbers of Africans gradually to 
move into wholesale and retail trade, transport 
and artisan activities. Third, amongst 
the African farming population there evolved a 
much higher degree of economic differentiation 
than in East and Central Africa 

While the colonial period was marked by a 
prolonged agricultural boom, industrialization 
lagged. The share of manufacturing in national 
product has been estimated to be as low as 
0.6% in 1950 (Nigeria) and 0.4% in 1954 (the 
Gold Coast), compared to 8.9% in Kenya and 
7.2% in Uganda in 1954 (Kilby, 1975, p. 475) 
The buoyant agricultural record meant that 
lack of domestic demand could not be a plaus- 
ible explanation. The answer adduced by econ- 
omic historians to account for the situation is 
the highly monopolistic character of the ex- 
port—import trade in these economies. As early 
as 1930, four companies accounted for 60% of 
the export—import trade.'* The monopolistic 
position was strengthened and preserved through 
to the mid-1950s and was successfully deployed 
to discourage any local manufacturer from 


peasants 


Coast, 


some 


various 
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hiving off any significant share of the market 
Ihe dominant interests of the export—import 
firms were strengthened by interlocking con- 
nections with freight lines and banking houses 
(Kilby, 1975). Nor was there any white-settler 
population of consequence to exert the pro- 
industrialization supply-side pressures which 
existed in East and Central Africa. After the 
mid-1950s there was a massive spurt in indus- 
trialization, when the surge in imports broke 
down the old oligopolistic barriers around the 
import trade and induced a series of market- 
protecting local industrial investments by the 
previously dominant trading firms (Kilby, 
1969. 1975) 

State intervention in the West African econ- 
omies took a quantum leap with the outbreak 
of World War II. The most influential instru- 
ments were the state export monopolies. In- 
itially introduced to avert the price collapse 
threatened by war-induced shipping scarcities, 
these marketing boards soon became permanent 
and powerful instruments of agricultural tax- 
ation, notwithstanding the offical lip-service 
paid to their price-stabilization aims. The 
boards had far-reaching political and economic 
consequences extending well beyond the col- 
onial era. The massive rents extracted by some 
of these boards soon became targets for cor- 
ruption and were used, in turn, to finance over- 
manning, political activities and other parasitic 
tendencies (Bauer, 1954, 1975) 


(iii) World War Il and after 
World War II witnessed an 
crease in the responsibilities and roles of govern- 
ment in the Allied nations of the West. This 
trend found reflection in much more actively 
development-oriented policies of the colonial 
administrations. This was the period when 
‘colonial planning’ effectively took shape as a 
result, generally, of a mixture of efforts by the 
local (or federal) authorities to express their 
needs in a more explicit form, and by the metro- 
politan powers to integrate capital outlays for 
overseas territories in their own national plans. 
[his was particularly true for the French 
colonies and somewhat less so for the British 
Furthermore, financial aid in the former was 
always exclusively in the form of grants and 
quasi-grants, whereas loans, mostly on soft 
terms, were the rule in the latter. In both cases 
net financial flows were decidely from the 
centre to the periphery, but situations varied 
and local expenditure was sometimes financed 
mainly through local taxation. Investment was 
mainly oriented toward infrastructure, es- 
pecially highways and ports. At the same time 


enormous in- 
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the welfare of Africans became a more explicit 
concern of colonial policies. Expenditure on 
African-oriented agricultural support services 
increased and besides a few large, ill-conceived, 
and widely publicized attempts at large-scale 
mechanization (the Kongwa scheme in former 
Tanganyika, the Casamance groundnut scheme 
in Senegal), there serious though un- 
equally successful efforts at organizing African 
farmers at village level for productive and dis 
tributive purposes (‘co-operatives’, ‘sociétés de 
prévoyance’, ‘paysannats indigenes’ etc.). Also, 
the state surpassed missionaries in social welfare 
expenditures on schools and hospitals although 
these continued to be located mainly in urban 
areas. In the ‘white-settler colonies’, the bulk of 
state interventions continued to benefit dispro- 
portionately the most influential local group, 
namely the colonial expatriates in farming, 


were 


commerce, industry and government 
The post-war era was also one of intensified 


state intervention in trade and money. Typi- 
cally, there was the increase in licensing, con- 
trols, marketing boards etc., that we have ob- 
served earlier. There was also a more formal 
implementation of ‘imperial preferences’ of 
various kinds, especially in the Franc zone area 
This resulted in trade arrangements especially 
advantageous to exports from the ‘métropole’ 
in terms of the degree of tariff preference ac- 
corded to their exports of manufactures, and 
beneficial to the colonies in terms of stable 
prices and assured-markets for their primary 
products. The system eventually entailed some 
painful, though generally gradual, adjustments 
to world market conditions in the first years 
following independence. But it also had favour- 
able lasting notably among former 
French colonies, in the form of regional and 
subregional common markets and common cur- 
rency arrangements that have been instrumental 
to this day in facilitating movement of goods 
and people alike, and minimizing balance-of- 
payments problems among members that have 
adhered to the Franc area system 


effects, 


(c) Initial conditions at independence 


Most of the sub-Saharan African countries 
attained political independence in the late 
1950s and early 1960s. As a generally applic- 
able approximation 1960 is the watershed year. 
What were the economically salient features of 
the legacy these countries received at indepen- 
dence? This subsection attempts to sketch an 
answer. 
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(i) Natural resources 

The majority of these countries were blessed 
with relatively favourable arable-land-to-popu- 
lation ratios at independence. However, the 
quality of land was typically poor because of 
the interactions of topography and climate. In 
about three-quarters of sub-Saharan Africa 
rainfall is scanty. Where rainfall is bountiful, 
year-to-year fluctuations are great, and the intra- 
season pattern frequently uneven and unpredict- 
able; both aspects hinder rainfed agriculture 
Across most of sub-Saharan Africa soils are de- 
rived from old acid parent rock which is poor in 
calcium and plant nutrients. And if green cover 
is removed, the high heat of the tropical sun 
and/or heavy spasmodic rainfall easily threaten 
the thin layer of humus on which plant life de- 
pends. When that happens the soils readily turn 
into infertile laterite (Kamarck, 1971, pp. 129 
130). There are, of course, significant excep- 
tions to this endowment of poor soils, in the 
shape of the rich volcanic soils in some East 
African highlands and the alluvial clays of the 
coastal plains. Finally, tropical heat and absence 
of frost permit life and reproduction of bacteria, 
insects and plants to go on throughout the year, 
thus enormously complicating the problems of 
pest and weed control. In Karmarck’s words 
(1976, p. 17), ‘The great executioner of nature, 
winter, is absent’ 
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The tropical climates of sub-Saharan Africa 
also constrain human endeavour. First, the high 
heat and humidity directly engender lassitude, 
and perhaps even loss of mental initiative.'’ Sec- 
ond, tropical climates are very hospitable hosts 
to a formidable range of parasitic and infectious 
diseases, which exact an enormous toll in mor- 
bidity and death (once again, the absence of win- 
ter, as a natural killer of vector-borne diseases, 
is a significant factor). The most well-known of 
these scourges are bilharzia, malaria, riverblind- 
ness, sleeping sickness, parasitic worms, yellow 
fever, cholera and leprosy 

Minerals were an important magnet drawing 
colonialists to Africa. But their recent and fore- 
seeable role in economic development is limited 
to a handful of countries where the known 
mineral are concentrated: Zambia, 
Zaire, Botswana, Gabon, Sierra Leone and 
Southern Rhodesia. And while minerals have 
provided large flows of rent income to these 
countries, their exploitation has been 
associated with massive distortions of the dom- 
estic wage structure, which have tended to 
retard the development of non-mineral sectors 


resources 


' 
aiso 


(ii) Human resources 

For most sub-Saharan African countries the 
colonial heritage of trained indigenous man- 
power was abysmally small. The rapid develop- 


Table 1. Education indicators for 1960 


Enrolment in 


primary school 
as % of age group as 


Selected African countries 


Ghana 
Guinea 
Ivory Coast 
Mali 
Ethiopia 
Kenya 
Malawi 
Sudan 
Tanzania 
Zaire 
Zambia 


Other countries 


Brazil 95 
India 41 
Pakistan 30 
Philippines 95 
Thailand 136 
Turkey 75 


Source: World Development Indicators, 1978, Table 18 
indicates not available; (.) indicates less than 0.5‘ 


Note 


Enrolment in 
higher education 

of population 
aged 20-24 


Enrolment in 
secondary school as 
of age group 
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ment of schooling facilities after World War Il 
had ensured that the primary-school enrolment 
ratios of 1960 were not dramatically lower than 
in other developing countries (Table 1). But the 
record on secondary and higher-level education 
was much more stark. As for Africans with ex- 
perience in administrative, managerial, financial 
and technical pursuits, the cadres were ex- 
tremely thin 

Quite apart from formally trained manpower, 
the indigenous populations of the newly inde- 
pendent African states were endowed with very 
limited entrepreneurial heritages. In East and 
Central Africa, commerce, finance and industry 
had been almost exclusively the preserve of 
Europeans, Asians and Arabs. Though the latter 
were frequently discriminated against 
(socially and economically) by the Europeans 
from the imperial nations, from the vantage 
point of African nationalists they were usually 
perceived as being closely associated with the 
colonial power structure for example, 
Mamdani (1976) on Uganda]. Consequently, 
the post-colonial potential of these entrepren- 
eurial, ethnic minorities has been bedevilled by 
political uncertainties. African participation in 
industry, in particular, was almost non-existent 
After 60 years of colonial rule the most ‘ad- 
vanced’ economies of Kenya, Uganda and 
Southern Rhodesia boasted not Atrican- 
owned-and-operated enterprise with more than 
10 employees. 

The entrepreneurial heritage in some of the 
West African economies was more promising 
The long exposure of Africans to commercial 
farming and then commerce had begun to 
spawn significant numbers of small African en- 
terprises engaged in the craft trades of tailoring, 
woodworking, goldsmithing and motor repair, 
as well as more mainstream manufacturing 
activities like baking, printing, bottling, saw- 
milling, soapmaking and even manufacture of 
electric motors. The heritage was, of course, 
unevenly distributed with Nigeria, Ghana and 
Senegal leading the field (De Wilde, 1971) 
Studies of backgrounds of these African entre- 
preneurs point up the importance of a family 
history of exposure to and participation in the 
non-farm cash economy, thus supporting the 
presumption that trading and artisan activities 
provide important (perhaps necessary) learning 
opportunities in the transition from peasant agri- 
culture to industrial entrepreneurship (Harris, 
1971; Rowe, 1970; and Kilby, 1975). Large- 
and medium-scale enterprise remained a pre- 
serve of European conglomerates and ethnic 
minorities such as Levantines, Greeks 


two 


[ see, 


one 


and 
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Asians; these minorities were also important in 
trade and small-scale manufacturing enterprise 


(iii) Economic structure 

At independence, almost all the sub-Saharan 
African nations were small open economies 
with foreign trade accounting for 20% or more 
of national product. Typically the export trade 
was characterized by heavy dependence on a 
few primary commodities. Except in the miner- 
al-producing countries, these primary commodi- 
ties were agricultural items like coffee, cocoa, 
tea, palm-oil, cotton, oilseeds and sisal. There 
were few inter-industry links, since the over- 
whelming bulk of the processing of the export- 
able agricultural surplus had been conducted in 
the imperial, importing nations. Barring the 
mineral producers, agriculture was the domi- 
nant sector, accounting for 40—60% of national 
product, with half or more of value-added being 
generated in subsistence activities, which pro- 
vided means of livelihood to the majority of the 
population. The modern infrastructure of rail- 


ways, roads, banks, power and water utilities 


and commercial networks buttressed and ser- 
viced the links between the productive cash 
economy (commercial farms, plantations and 
mines) and the former metropolitan nations 
which purchased its produce in return for 
manufactured producer and consumer goods 
for the sustenance and expansion of 


Urban communi- 
14 


necessary 
the local monetized economy 
ties were small, but usually growing rapidly 

Aside from this pattern of physical infra- 
structure and commercial/financial links, col 
onial rule bequeathed two other economic char 
that to prove significant for 
subsequent development. First, at the end of 
their day the colonial administrations loomed 
large in the economic life of these nations, not 
only in national accounting terms, but also in 
the scope of activities they controlled through 
legislation, administrative fiat and 
government public agencies like the marketing 
boards. Second, the middle and upper levels of 
wage and salary scales of the colonial public sec- 
tor were designed to facilitate recruitment from 
the colonial nations and were thus set according 
to prevailing payscales in those countries; they 
bore no sensible relationship to the average 
standard of living in the African nations. Thus, 
it was commonplace to see ratios of 30 or 50 to 
1 between top public service salaries and average 
(or legal minimum) wages of unskilled labour, 
which was in marked contrast to the ratios of 4 
or 5 to 1 to be found in Great Britain or the 
United States (Kamarck, 1971, p. 74). The in- 


acteristics were 


extra- 
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structure of public incomes was 
compounded by policies with regard to per- 
quisites such as housing and car subsidies. This 
sort of inappropriateness also spilled over into 
excessively high design standards for public 
services such as water, lighting, health and 


appropriate 


housing. In part this reflected the transplant of 
colonial standards; it may also have been due to 
the absence of local ‘intermediate technology’ 
practices, itself the result of the earlier history 
of ‘technological lag’, cited previously 


(iv) Institutional heritage 

Perhaps the strongest and most lasting insti- 
tutional bequest of colonialism was the concept 
and practices of a nation which tran- 
scended ethnic and kinship ties. This is not to 
belittle the role of the African nationalist move- 
ments which helped to bring about indepen- 
dence, but rather to recognize that the crystal- 
lization of nationalist sentiments and 
political parties were spurred in many cases by 
the fact of colonial rule.'> It is also to recognize 
that the geographic boundaries of the 
Saharan African states were usually the acci- 
dents of colonial history, and frequently not 
congruent with any indigenous cultural and 
linguistic demarcations. Nationhood, in the 
form of the apparatus and practices of a modern 
state, came to Africa very fast and created for- 
midable new challenges to expand traditional 
loyalties, which tended to be limited to kinship 
groups and tribes, to embrace the nation. In 
this sense the advent of statehood frequently 
preceded the crystallization of a full-blown 
national consciousness. This had important con- 
sequences for the functioning of modern econ- 
omic institutions, pre-eminent among which 
was the government: to the extent moral loyai- 
ties and allegiances commanded by tribe and 
kinship group exceeded those extended to pub- 
lic institutions, to that extent the workings of 
the latter were swayed more by these trad- 
itional ties than by the assumptions of national, 
‘professional’ or institutional loyalties upon 
which these institutions were founded. Visitors 
to some countries of Africa are impressed by 
the volume and prevasiveness of bribery and 
corruption. But as Andreski (1968, p. 101) has 
pointed out, much of this can be explained as 
‘solidaristic graft’, where the individual under- 
takes illegal actions to conform with the moral 
obligations of benefiting his kinship group, 
whether in the form of allocating licences, pub- 
lic jobs, or other forms of patronage 

Andreski (1968) has gone much further and 
argued that the hurried onset of statehood and 
very rapid urbanization has severely diluted the 


state 


such 


sub- 


traditional (largely tribal and in rural settings) 
moral restraints without there being time enough 
to nurture new supratribal loyalties and obli- 
gations to the institutions of the modern state, 
thus leading to a situation of ‘moral disorien- 
tation’, conducive to unrestrained and highly 
individualistic pursuit of wealth and power 
through any means at hand. Indeed, he sees 
some of the modern African state apparatuses 
as not much more than arenas where protag- 
onists compete for private enrichment through 
the manipulation of administrative rules and 
powers of government. This is probably too ex- 
treme a view. It may be more appropriate to 
recognize that since independence there has 
been a race to instil and nurture the notions of 
supratribal loyalties and ethics before custom- 
ary webs of obligation won out (or crumbled 
too early), a race which may have been tempo- 
rarily lost or won in some countries, but which 
has almost nowhere been run to a finish 
Colonial rule not only left behind the large 
new apparatuses of modern states, but also a 
heritage (especially from the last two decades 
of imperial rule) of public intervention to solve 
perceived problems of the populace 
extent the latter-day paternalism of colonial 
administrations bred, amongst the affected 
populace, a syndrome of dependency toward 
the state in respect of free (or subsidized) ser- 
vices such as schools, hospitals, water, sewer- 
age, roads, lighting and housing. While these 
public benefits had been mainly limited to 
urban communities during colonial times (not 
incidentally because that is where most of the 
imperial rulers lived!), with independence the 
expectation of such benefits spread far wider to 
the much more numerous rural populations 
This ‘consumptionist’ approach to public ser- 
vices was a colonial heritage with major post- 


To some 


colonial consequences 


2. DEVELOPMENT POTENTIAL, 
STRATEGY AND EXPERIENCI 


(a) Initial conditions and development 
potential 


Before undertaking a summary review of the 
development policies and experiences of the 
post-independence period, it would be useful to 
sketch some generalizations regarding the man- 
ner in which the heritage of initial conditions 
affected the development potential and policy 
choices of the sub-Saharan African countries. 
Some of these interactions will be explored 
more fully later in this paper. At this point only 
some rather bald assertions (in some cases, 
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speculations) will be offered, the main objective 
of which is to buttress the intuitively plausible 
claim that initial conditions (which are them- 
selves a cumulation of past history) exercise 
substantial influence on subsequent feasible 
development paths 

First, over large tracts of sub-Saharan Africa 
(especially in East and Central Africa, but also 
including the Sahel countries of West Africa) 
the relatively poor natural endowment of soils 
and climates and the rather skewed networks of 
transport, credit and extension services, which 
were inherited, constituted major hindrances to 
dynamic agricultural development. This did not 
mean that rapid and sustained agricultural 
growth could not occur, but rather that it 
would usually be unrealistic to expect it until 
investment and experience in agricultural re- 
search and extension had generated crop var- 
ieties adapted to local conditions, appropriate 
weed and pest control measures had been estab- 
lished to protect crops, and the somewhat 
skewed inheritance of supporting infrastructure 
(transport, credit etc.) broadened to facilitate 
the economic activity of the majority of the 
population. The agenda for action was particu- 


larly urgent for foodcrops for which the history 


of research, extension and supportive infrastruc- 
ture was weak, even in the agriculture-oriented 
coastal economies of West Africa. Otherwise 
the low factor productivity in foodcrops would 
act as a brake on both cash crop development 
and industrialization (Lewis, 1977) 

Second, though land was frequently of poor 
quality, its relative abundance in relation to 
population low-level subsistence 
livelihood to be reaped ‘easily’ (relative, say, to 
South Asian economies), except, of course, 
when stochastic scourges such as droughts or 
locusts intervened. This tended to ensure a high 
‘reservation price’ for rurally labour 
during the early efforts at industrialization and 
fostered tendencies towards ‘circulatory migra- 
tion’ (rural ~ urban ~ rural), which inhibited 
the development of a permanent industrial 
labour (Elkan, 1967).'© The relatively 
high wages paid (which usually became en- 
shrined in minimum wage legislation at some 
point) to attract and hold an urban labour force 
succeeded, but at wage levels which inhibited 
export prospects in labour-intensive manufac- 
turing. 

Third, the acute scarcity of African technical, 
managerial and administrative cadres constrained 
the yields on all projects and programmes and 
frequently confronted governments with the 
unenviable choice between rapid Africanization 
(with its attendant loss in efficiency) and heavy 


allowed a 


located 


force 


reliance on expatriate manpower (with its aura 
of neocolonialism). In addition expatriate 
recruitment at internationally competitive pay- 
scales made it politically difficult for African 
governments to compress the inherited (and 
highly distorted) public pay structure from the 
top. 

Fourth, this inherited and inappropriate 
public pay structure exacted significant tolls in 
efficiency and equity 

Fifth, the paucity of African participation in 
the modern private sector, especially industry, 
tilted all development policy choices heavily 
towards étatist modes, since the newly indepen- 
dent state tended to be the most Africanized 
part of the modern economy 

Sixth, the typical dependence on a few pri- 
mary product exports meant that these econ- 
omies were subject to large fluctuations in 
foreign exchange earnings (due to variations in 
both price and output) and, in some cases 
faced secular declines in their commodity terms 
of trade. Both features created severe problems 
for economic management 

Finally, the legacy of a ‘consumptionist’ atti- 
tude towards public noted earlier, 
placed heavy pressure for rapid expansion of 
government public services, which tended to 
reduce public savings, especially where the 
expenditure costs of increases in facilities were 
compounded by ‘overdesigning’ predilections 


services, 


(b) Development strategies 

In attempting to review the post-indepen 
dence development policies and experience of 
the sub-Saharan countries, an analyst is immedi- 
ately confronted by the enormous variety of 
policy choices and diversity of results. To do 
justice to this richness of experience would 
require a separate study of each of 40 odd 
countries. However, the high degree of abstrac- 
tion necessary in a paper as short and broad- 
ranging as this one can also be a virtue, since it 
forces a search for the commonalities in policies 
and experience. It is mainly through the striving 
for valid generalizations that an understanding 
of the development process is enhanced. It is 
this kind of argument which must excuse the 
sometimes glib (and arbitrary) use of the notion 
‘development strategy’ in this section 

To bring some kind of order to the under- 
lying diversity two broad types of development 
strategy are distinguished. Before outlining 
their distinctive features it is as well to have the 
caveats up front (rather than in footnotes) 
First, in several countries it would be a travesty 
to impose the notion of a development strategy 
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Structure of 


industria 
the resultant skewing of the 
incentives against agriculture; and 
(1v) a dubious stance towards foreign trade 
and investment, which typically spawned 


inward-looking production priorities 


Using the first feature for a short-hand label, 
this strategy may be termed ‘efatist’. The sec- 
boasts some opposite character- 
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guiding investment 
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character of industrialization be governed by 
and 
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market forces 
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strengthened by the fact that in their 
last two colonial governments had 
played highly interventionist roles in the econ- 
omic sphere. Etatism (or ‘African 
was also fostered by the personal philosophies of 
key charismatic leaders like Kaunda, Nkrumah 
Nyerere and Sekou-Toure. Finally, it 
accident that key elements of the preferred 
etatist strategy (such as a ‘big-push’ productive 
role for the rapid industrialization and 
inward-looking import-substitution) were con- 
sonant with the mainstream development 
theories of the 1950s and early 1960s [ Leiben 
stein (1957); Nurkse (1953, 1959); Rosenstein- 
Rodan (1943); Rostow (1960); Scitovsky 
(1954); Singer (1950); and UN (1951)]."9 
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Table 2 


Agriculture 


> 
Etatist countries 


1960 
1965 
1970 
1975 


Ghana 


1960 
1965 
1970 
1975 


Sudan 


1960 
1965 
1970 
1975 


Tanzania 


Market-oriented countries 


1960 
1965 
1970 
1975 


Ivory Coast 


1960 
1965 
1970 
1975 
1960 
1965 
1970 
1975 


World Bank data 


> 
Data for Guinea not available 


Source 


(c) Development experience 


To keep this review of experience manage 
able, the analysis is restricted, in the main, to 
seven sub-Saharan countries listed in Tables 2 
4, and 6. Three considerations have influenced 
the cl of countries. First, the countries in 
each group offered relatively strong and explicit 
examples of their respective strategies. Second, 
none of the countries earned significant rents 
from mineral resources during the period under 
review. Third, there had to be substantial re- 
search available on them 


yice 


(i) Aggregate output: structure and trends 

A base period (1960) snapshot of the seven 
countries in Table 2 reveals the broad similari- 
ties in the structure of output. Agriculture 
accounted for two-fifths or more of total value- 
added, with, as one would expect, the poorest 
countries like Malawi and Tanzania displaying 
the higher shares. Manufacturing accounted for 


Manufacturing 


Structure of output (per cent of current price GDP at factor cost) 


Transport and 
communications 


(commerce) 


less than 10% of GDP in all countries. Its share 
was usually comparable to that of the ‘trans 
port-and-communications’ sector and invariably 
less than that of ‘trade’ (commerce). There 
were greater differences in the disposition of 
national output (Table 3). Leaving aside the 
exceptional of Malawi, gross national 
savings ranged from a low of 5.4% of market 
price GNP in Guinea to a high of 16.2% in 
Ghana. The share of gross domestic investment 
in GNP varied from 8.7% in Sudan to a high of 
24.7% in Ghana, where the ‘big-push’ develop- 
ment policies of the Nkrumah government were 
well underway. With the exception of Sudan 
imports of goods and non-factor services ranged 
between a quarter and a third of GNP, with 
exports averaging a little lower 

Growth rates of real GDP, agriculture and 
manufacturing between the early 1960s and 
1975 are summarized in Table 4 The data 
permit several generalizations. First and fore- 
most, it is clear that on average the market- 


case 


20 





WORLD DEVELOPMEN]! 


Table 3. Aey expenditure shares (per cent of current market price GNP) 


(sToss 
domestic 
investment 


Etatist countries 


1960 

1965 

1970 
1972-1974 


Ghana 


1960 

1965 

1970 
1973-1975 


Guinea 


1960 

1965 

1970 
1973-1975 


Sudan 


1960 

1965 

1970 
1973—1975 


Market-oriented countries 


1960 

1965 

1970 
1973—1975 


Ivory Coast 


1960 

1965 

1970 
1973-1975 


1960 

1965 

1970 
1973-1975 


Malawi 


Source: World Bank data 


oriented countries had a significantly higher 
rate of growth of GDP, 6.9%/year, than the 
etatist nations which averaged only 3.8%/year 
Indeed, Malawi and Ivory Coast are the only 
nations in sub-Saharan Africa which 
achieved growth rates of or higher over an 
extended period and without the benefit of 
mineral exploitation. Second, in all countries 
(except Guinea) in Table 4 growth was slower 
after 1970 than before; part of the explanation 
must lie with the the inter- 
national economy and the droughts which af- 
fected agricultural production in many sub- 
Saharan countries in 1973—1975. Third, a 
growth rate in agriculture greater than 3% 
seems to be a necessary, if not a sufficient, con- 
dition for relatively rapid GDP growth. Fourth 
there apparent correlation between the 


two 


vicissitudes of 


is no 


national 
savings 


(ross 


Import 
surplus 


Imports 
“is + NFS) 


Exports 
NFS) 


(goods + 


achieved pace of industrialization and the ex 
tent to which the objective was considered 
central to development policy. Thus manufac- 
turing in Malawi and Ivory Coast (neither of 
which primary emphasis to industrializ- 
ation) sustained annual growth rates of 13 and 
10%, respectively, while in Ghana (which 
slanted development policies in favour of indus- 
trialization) the long-term industrial growth 
rate was only 2.6%/year. As a consequence, 
while the share of manufacturing in GDP stag- 
nated around 10% in Ghana between 1960 and 
1974, it grew from 7.1% (1960) to 14.2 

(1975) in the Ivory Coast and from 5.8% 
(1960) to 14.5% (1975) in Malawi (Table 2) 


gave 


(ii) Trends in poverty and income distribution 
Systematic and intertemporal studies of 
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Table 4. Growth in real value added (per cent per year, at factor cost) 


Period? 


> 
Etatist countries 


1965 
1965 
1970 


1960 
1960 
1970 


1964 
1964 
1970 


Ghana 


Guinea 


Tanzania 


Market-oriented countries 


1960 
1960 
1970 


1964 
1964 
1970 


Ivory Coast 


Kenya 


Malawi 


Source: World Bank data 


Data for Sudan were under revision 


GDP 


Agriculture Manufacturing 


1 For each country the longest possible period with consistent data has been 
used and then divided into two subperiods around 1970 


poverty and income distribution in sub-Saharan 
Africa hardly exist. A prominent exception is 
a recent study by the World Bank for Tanzania 
which sums up the main tendencies in the dis- 
tribution of income in the period between the 
Arusha Declaration (1967) and 1975 as follows 
First, that Tanzania took a series of steps which 
were largely successful in preventing the emer- 
gence of an indigenous urban élite reaping high 
incomes from industrial, commercial and resi- 
dential capital. Second, amongst the urban 
wage-salariat, while the highest levels (perhaps 
the top 2—3%) have suffered significant absol- 
ute and relative declines in post-tax real income, 
the top quarter retained (indeed, slightly in- 
creased) its share of the urban wage-salariat pie 
Third, amongst Tanzania’s smallholder house- 
holds, those in the rich regions, on average, 
achieved small increases in private real incomes, 
while those in the poor regions suffered signifi- 
cant declines, indicating some worsening in the 
intra-rural distribution of private incomes. But 
this disequalizing tendency was counterbalanced 
by a significantly egalitarian trend in the dis- 
tribution of certain public services, notably pri- 
mary education. Fourth, the disparity in aver- 


age real income between smallholders and 
urban wage/salary earners remained largely un- 
dented by policy efforts, though this was an 
enormous improvement on the pre-1967 record 
of widely diverging trends. Finally, this con- 
tinuing gap in urban—rural living standards, 
along with other factors, fuelled increases in 
rural—urban migration which increased the rate 
of urban unemployment and lowered real in- 
comes in a growing, low-income informal 
sector.*! Basically, a strongly egalitarian ap- 
proach was somewhat weakened in implemen- 
tation by an unsatisfactory agricultural growth 
record, a misconceived emphasis on shoring up 
real urban minimum wages through wage-policy, 
and by a pronounced upward shift in the skill- 
composition in the middle orders of the wage- 
salariat, in part reflecting successful attempts to 
evade the prevailing incomes policy through in- 
service promotions and job-reclassifications 

For other countries the available evidence is 
much less complete. In Ghana, Knight (1972) 
estimated some narrowing of urban—rural in- 
come differentials between 1960 and 1967 
mainly because of a 20% rise in rural incomes 
Within the urban wage-salariat Killick (1978) 
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cites evidence to show a worsening distribution 
between 1956 and 1968, attributable partly to 
salary increases skewed in favour of the upper 
ranges of the civil service and partly to a rapid 
erosion of real minimum wages through differ 
ential rates of inflation. In Kenya, urban unem- 
ployment had emerged as a significant problem 
in 1969 (I1LO—Kenya, 1972). The preliminary 
evidence from an ongoing World Bank study on 
Kenya suggests a pattern of fairly rapid increase 
mid-1960s 
concen 


in average rural incomes since the 


alongside growing land and income 


top 30% of 


ave benefited 


rural households ap 
While the next 
30% have also enjoyed significant ‘trickle down’ 
have been any signifi 


tration. The 
} 


pear to most 


there does not seem to 
incomes of the 
Among urban 


} 


cant change in the per capita 
lowest 40 
households there appears to have 
pattern of rapid growth plus worsening income 
distribution between 1969 and 1974, except 
that in this the lowest 40% seem to have 
participated in the real income gains. Further 
more 1969 and 1974 there does not 
appear to have been any significant worsening 
in the rate of urban unemployment or informal 
incomes. And the available evidence 

that thanks to the nexus of family 
links with higher-income households, the unem- 
1974 was not with 


of rural households 


yeen a Similar 


case 


between 


sector 

Suggests 
ployment in associated 
deep-seated urban poverty. Berg (1971, p 
Amin’s (1967) work to how the 
rapid growth of the Ivory Coast between 1950 
and 1965 benefited a large majority of the 
country’s rural population, including in the 
relatively disadvantaged northern region: ‘Only 
one-third of the rural population is now (1965) 
in “isolated and stagnant” zones, as compared 
to sixty percent in 1950, and real cash income 
of the northern villager has, according to Amin’s 
figures, doubled in fifteen years.’ Two recent 
point estimates for 1970 (Chenery et al., 1974) 
and 1973/1974 (IBRD—Ivory Coast, 1978) in- 
dicate a significant improvement in the national 
size distribution of income in the intervening 
years, though some of this may simply reflect 
differences in available data and assumptions. *? 


uses show 


(iii) Development problems, policies and results 

The last few pages have provided some cur- 
sory information on trends in output and in- 
come distribution for selected countries. It is 
now time to enrich the account by essaying 
some causal connections between initial con- 
ditions, development policies and results. It will 
be particularly interesting to compare and con- 
trast the policy stances of the étatist and 
market-oriented countries with respect to the 
major development issues.?* 


Developing agriculture 


Both sets of countries inherited economies in 
which agriculture was by far the largest sector 
providing livelihood to 80% or more of the pop- 
ulation, the vast majority of whom were small- 
holders. The consequences of policies taken (or 

enhance smallholder productivity 
to be far-reaching. They 
market-oriented countries 
than the etatist 
creating policy frames appropriate for exploiting 


omitted) to 


were likely were. On 


balance, the were 


more successful nations in 
the potential of smallholder agriculture 

hirst, etatist nations were prone to emphasize 
structuralist (or ‘transformation’) approaches to 
development gradualist (or 


Ihe former approach was 


agricultural over 
‘improvement’) ones 
typified by the 
trained 
and/or 
nstitutional reorganizations of the rural 


Thus in Ghana during the 1960s newly 


concentration of scarce public 


and a few large 


nemes 


capital manpower on 


scale s emphasis on state-spon- 
sored 
sector 
established and mechanized state farms received 
agricultural development funds 

extension service for smallholders 
languished (Berg, 1971). In 1962 responsibility 
for extension work was transferred from the 
Ministry of Agriculture to the politicized 
United Farmers’ Council (UGFC), 
which also given the responsibility for 
setting up co-operatives and providing credit 
This led to the deterioration of extension ser- 
vices, the politicization of credit allocations and 
the antagonization of the peasantry (Killick 
1978, Chap. 8). In Tanzania, between 1961 and 
1967, public development capital was lavished 
on a handful of village settlement schemes 
which suffered from premature mechanization, 
excessive investment in social services and an 
unwarranted degree of what Dumont has termed 
‘spoon-feeding’ (Dumont, 1969). During this 
period government policy also embraced the 
‘improvement approach’, which relied heavily 
on the spread of extension services to cash crop 
farmers and achieved significant initial successes. 
But, in 1967, the economic differentiation 
among the peasantry resulting, in part, from the 
uneven advantage taken of these services, 
sparked a series of egalitarian Government insti- 
tutional initiatives, including the ‘ujamaa’ 
campaigns, the 1972 decentralization of 
Government and the 1974—1976 crash villag- 
ization programme. While these initiatives were 
aimed at creating a framework conducive to 
long-term, broad-based rural development, the 
prolonged flux in the peasant’s institutional en- 
vironment exacted a significant short-term toll 
in foregone rural production and incomes. In 
Sudan, investment, research and qualified man- 


the bulk of 
while the 


Ghanaian 


Was 
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power resources were concentrated throughout 
the period on a few massive, state-run irrigation 
schemes (such as the Managil extension of the 
Gezira, the Khasm-el-Girba scheme, and the 
recent Rahad project) and some programmes in 
support of private, mechanized farms. The 10 
million people earning a livelihood from tra- 
ditional smallholder cultivation 
residual legatees of the agricultural develop- 
ment effort (ILO—Sudan, 1976) 

In contrast, the market-oriented 
made support of private peasant production the 
main plank of agricultural development policy 
Though these countries tended to steer clear of 
direct state production in agriculture, there was 
no lack of public investment in infrastructure 
research, marketing, extension and credit facili- 
Thus it is noteworthy that agriculture was 
receiving 36% of total public investment in the 
Ivory in the period 1966—1970, com- 
pared to 30% in Tanzania in 1974—1975, even 
though the latter had, by then, begun to shift 
investment priorities in favour of the directly 
productive sectors of agriculture and industry. 
The market-oriented countries sustained and 
expanded programmes of adaptive 
research in individual cash crops. In the Ivory 
long-established research 


rainfed were 


countries 


ties 


Coast 


successful 
Coast specialized, 
institutes for coffee, cocoa, oilcrops and cotton 
worked closely with the ‘development societies’ 
for these crops (IBRD—Ivory Coast, 1978). In 
Kenya, the newly-independent Government 
built on the inherited research programmes in 
coffee, wheat and pyrethrum. The Kenya Tea 
Development Authority pioneered a system of 
‘tea roads’, smallholder extension and organ- 
ization of collection and processing functions 
which permitted smallholders to become ef- 
ficient producers of tea, usually regarded as a 
plantation crop par excellence because of the 
need for close co-ordination between the pro- 
duction, plucking, and collection of tea leaves 
and factory processing to produce a quality 
product. The successful adaptation of hybrid 
maize for smallholder cultivation in high-po- 
tential areas of Kenya was a rare success story 
of adaptive research in foodcrops in sub- 
Saharan Africa. Aside from these directly sup- 
portive activities by state agencies the govern- 
ments in market-oriented countries usually 
provided qualitative encouragement to progress- 


ive farmers, instead of viewing them as unwel- 
come harbingers of an entrenched kulak class 
For example, in Malawi, the ‘Achikumbe’ pro- 
gramme provides various kinds of benefits and 


recognition to smallholders who consistently 
achieve certain high standards of husbandry and 
market orientation (Humphrey, 1974) 


Second, in the majority of the sub-Saharan 
countries the policies with regard to producer 
and consumer pricing, the exchange rate, foreign 
and controls dom- 


taxes/subsidies and 


taxes 


trade 
estic indirect were such as to engender 
incentive structures which were biased in favour 
of industrial and commercial and 
against agriculture. Put another way, these pol- 
icies turned the domestic terms of trade against 
agriculture. Thus, in Sudan, Acharya (1975) 
estimated that the incentive structure prevailing 
in the early 1970s implied an effective taxation 
of agricultural value-added of nearly 30% and 
an average effective protection of a sample of 


activities 


industrial activities of well over 100%. In a simi- 
lar study limited to the agricultural sector of 
Zambia, Wolf (1974) estimated an effective tax- 
ation of agriculture of about 30% in 1974 
While there are not comparable estimates of 
effective protection of industry in Zambia the 
average is bound to have been high, given the 
high structure of nominal tariffs and restrictive 
quantitative controls. In a detailed study of the 
factors responsible for the negligible growth in 
per capita farm incomes in Uganda over a 40- 
year period ending in 1967, Jamal (1976) pin- 
points wage, pricing and tax policies as chief 
culprits. Evidence for substantial the 
structure of incentives against agricultural pur- 
suits is also available for Ghana (Killick, 1978; 
Pearson et al., 1976), Tanzania (World Bank 
internal report), Kenya (IBRD—Kenya, 1975) 
and Ivory Coast (Pursell et al., 1975) 
The main underlying the 
observed phenomenon of incentive bias against 


bias in 


reasons widely 


agriculture were as follows 


(i) The perennial pressure for cheap food in 
urban centres led governments to hold pro- 
ducer prices for foodcrops below their bor- 
der price equivalents (it should be noted that 
in the great majority of sub-Saharan African 
countries the state sets producer prices for 
most important food and export crops). A 
similar tendency existed for export crops be- 
cause they provided administratively easy 
tax handles. This tendency was accentuated 
in étatist countries for two reasons: first, 
such countries gave progressively greater roles 
to parastatals and state-sponsored co-opera- 
tives for intermediating between the farmer 
and the point of final sale, and the ineffi- 
ciencies and financial difficulties of these 
nascent organizations were typically accom- 
modated by widening the transport/market- 
ing margins at the expense of the farmer; and 
second, there was a distinct ambivalence to- 
wards price incentives to reinforce a pattern 
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yf export specialization in agricultural raw 


materials that was associated with colonial- 


attempt to ‘force’ the 


import-substituting industrialization 


widespread 
pace < 
(again more 


pronounced in etatist countries) 


led to tariffs and import regimes which pro- 
tected domestic industry and raised the cost 
of manufactured goods to rural buyers 

(iii) Attempts to compress the inherited, and 
structure from 
the 
inskilled labour 


in 


urban 
tended to 


divergent pay 


up 


widely 


the raise average 


of wages, especially f 


rise ompounded 


in wage costs was 


me countries, by predilections towards 


yermanning in the growing number of para 
Statal industrial and commercial enterprises 
wage costs instigated higher levels 


industry 


he rise in 


of protection for and commerce 


and was paid for by domestic consumers 


m were rural dwellers 


ost of whom 
imited the real 


agricultural 


lor 
opportunities in 


here 


Basically these es 


incom earning 


pursuits Iwo countries w such tend 


encies were least pronounced were the Ivory 
Malawi (both in the market-oriented 
In 
the income opportunities for peasants 
the 


Saharan 


Coast and 


sample) one ‘recently etatist’ country 


Ethiopia 


have 


great! structural 
A frica’s 


feuda 


enhanced by 


been 
5 in sul 
an archetypally 
ohen et al., 1976) 
that irresp 
the sub-Saharan 


mineral 


ctive 
egy followed 

well-developed sectors 
Zaire) 


yf neglecting agricultural development 
ex 


a and were especially 


he readily accessible rents and foreign 


change earnings from minerals masked the long- 
need for instituting appropriate structural 
incentive for agri 


term 


ind policies developing 
culture 
Both 


" ja” 
tenaed 


etatist and market-oriented nations 
to continue the pre-independence pat 
relative neglect of foodcrops with re 


especially 


tern ofl 


spect to pricing, infrastructure and 
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adaptive research. Food production statistics 
for countries of this region are subject to large 
error (partly because of the large 
non-marketed production) the 
ndence on climatic factors leads to 
difficult 


there 


margins ol 


share of and 


heavy dep 
which make it to 


Nevertheless 


large variations 
interpret 
and disturbing indications that the expansion 
of food production has failed to keep pace with 
the growth of population in a number of sub 


Saharan 


trends are clear 


In a still larger set of nations 
grown than 
has expanded more rapidly than 
of the growth in per capita 
only 


ountries 


output has more slowly effective 


demand, which 
population because 
Indeed, it is 


(due 


incomes 
ot 
expansion 


domestic 


production and 
incomes to a 
the of export crops 
lagging food production) 
has held down the growth in per capita incomes 
that the gap the of in 
food production in effective for 
has not The FAO’s regional 
indices of per capita food production illustrate 
the relatively poor Africa 
other continents (FAO 
Table One 
the slow growth in food 


because slow growth 
levelling off in 
as well as 
bet ween rates 


and 


increase 
demand 


food been wider 


record in especially 


when compared with 
1977, p. 26) (see 5) conspicuous 


production 
to 
but also purchased 


result ) 
has 
linanced 


been the increased recourse imports 


n part by food aid 
with foreign exchange 
The 


externai sector: constraints and pe 


Given the initial openness of the sub-Saharan 
nomies and the foreseeable demands 


gd import 


African ex 


for increase flows, a successful, long 


term export policy was a prerequisite for a sus 
That 
rhe initial export structure of these 
countries was heavily dependent on a few agri 
cultural « 
countries was whether to deepen the existing 
specialization further on the basis of compara 
tive advantage or attempt to nudge the evol 
ution of export competitiveness from 
agricultural products. A strong attraction of the 
latter choice was the very sharp declines in ex- 
ternal of trade that 


tained deve was easier said 


than done 


opment effort 


ymmodities. The choice facing most 


away 


terms these countries had 


Table 5. Indices of food production per capita, 1961—1965 = 100 


North and Central 

America 
South America 
Asia 


1976 


97 


1974 


98 
107 


103 
109 


104 
105 


Note: These are price-weighted indices and thus reflect changes in the qual- 
ity (as reflected in the market value) as well as quantity of food produced 
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Table 6. Indices of export volume and terms of trade, 1970 


1954-1956 


Etatist countries* 


Ghana 


Export volume 
Terms of trade 
Purchasing power 


Sudan 


Export volume 
Terms of trade 
Purchasing power 


Tanzania 


Export volume 
Terms of trade 
Purchasing power 


Market-oriented countries 


Ivory Coast 


Export volume 
Terms of trade 
Purchasing power 


Kenya 


Export volume 
Terms of trade 
Purchasing power 


Malawi 


Export volume 
Terms of trade 
Purchasing power 


Data are not available for Guinea 


experienced between the mid-1950s and 1960 
1962 (Table 6), and which was an important 


explanation for the ambivalence towards pri- 


mary exports shown by many of the newly 
independent The market-oriented 
countries cast their lot on the side of continued 
specialization in agricultural exports, with the 
partial exception of Kenya, which also pursued 
manufacturing export markets in the partner 
countries of the East African Common Market 
Not coincidentally, these were the countries 
which sustained the most favourable environ- 
ments for private peasant agriculture. The 
étatist nations, on the other hand were, on 
balance, less favourably disposed towards both 
private peasant agriculture and further special- 
ization in agricultural exports 

The information in Table 6 supports some 
surprisingly clear-cut judgements on the relative 
efficacy of these choices. First, the fears of a 
long-term decline in the terms of trade were not 
misplaced. Comparing 1954-1956 to 1973 


countries 


1960 


100 


1973-1975 


1962 1966—1968 


102 
89 
90 


1975, five out of the six countries experienced 
substantial declines in their commodity terms 
of trade (the number drops to four if 1973 

1975 is compared with 1960—1962). But the 
real issue was whether, given the correctness of 
such a prediction, these African countries had a 
viable alternative export policy to one of con- 
tinued specialization in agricultural exports. If 
the past two experience are any 
guide, the answer seems to be negative. Com- 
paring 1954—1956 to 1973-1975, the export 
volumes of the Ivory Coast, Kenya and Malawi 
increased five-fold, four-fold and three-fold, 
respectively, while they failed to double for 
Ghana, increased by about 50% in Tanzania and 
stagnated in Sudan. What is even more telling is 
the record on the ‘purchasing power of ex- 
ports’. These indices stagnated for Ghana and 
Sudan, and rose by a third in Tanzania. In con- 
trast, the index tripled for the Ivory Coast and 
more than doubled for Kenya and Malawi. The 
market-oriented countries were clearly able to 


decades of 
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increases which far ou 


a policy of con 


generate V 


adverse ) | e rends, through 


tinued spe ration in agricultural exports 


ymbined th increasing diversification across 


4 


agricult ymmodities. The ambivalence of 
in unsound 


In Berg’s 


the etat 1ations was apparently 


basis for successful export policy 
olourful words, it 
export 


some 


(1971, p. 227) somewhat 
that 
primary 


would appear ‘Competition in 
products 


there are 


may be 
only the 


markets for 
thing like war, in which 
quick and the dead’ 

Finally, the argument that the etatist nations 


did not need f 


a strong export policy because of 
development 
water. For example, de 
attached to the goal of 
after the 1967 Arusha 


volume of imports grew by 


inward-looking strategy 


tt hold much 
spite the importance 
self-reliance in Tanzania 
Declaration, the 
etween 1966 and 1973—1975 


for Kenya 


ver OU t 


Ivory Coast 
GNP 
surplus averaged 11.7% in 

1975 compared to 4.4% in Kenya, 11.7 
in Malawi and an export surplus of in the 
(Table 3). In the 
cord 


period a share of 


Ivory Coast absence o! a 


strong ex} the continued high depen 


dence orts simply necessitated growing 
dependence on external aid 


Human skill and momic deveiopment 


nz tne government I he acute 


experienced African administrators 


and entrepreneurs at independence 
yveremphasized.~° At a time when 
can governments 


id new 


were poised to em 
development 
skills that existed 

oundaries of these nations 
10n-Alfncans 
nations was 


programmes 
within the 
held 
most 


higher-level 


h 


were largely 


Ihe choice facing 
whether to ‘Africanize’ as rapidly 
trusting to skill ac 
quisition to compensate for the lack of previous 


experience or 


as possible 


} on-tne-jot 


formal training, or alternatively 


to maintain, and even deepen, the reliance on 


expatriate skills until the ongoing investments 


Given the colonial 
Africanization 
directed especially 
Most 


etatist 


in education bore fruit. 


history, the pressure for rapid 


was extremely strong and 
machinery of 


African countries, and 


towards the government 
especially the 
ones, opted tor rapid Africanization 
Thus 
jetermined polic\ yf 


citizen 


for example, Tanzania pursued a very 


citizenization which 


increased representation in the senior 


and middle grades of the civil service from 26 


at independence in 1961 to 90% by 1971, while 
the total number of posts in these categories in 
by 140 It increasing the 
number of citizen officers nine-fold from 1170 
in 1961 to 9708 a decade later. This remarkable 
feat was accomplished mainly through inducting 
large existing African school 
teachers into the civil services and giving the 


creased entailed 


numbers of 


government first claim on emerging cohorts of 
leavers. One major problem 
with this was that the inherited 
cation system was better adapted to producing 
clerks than managers and technical specialists 
even though these were precisely the skills in 
jemand as the scale and complexity 
development 


secondary-school 


policy edu- 


greatest 
of the 
eltort 

quately 
up in the form of reduced capacity to imple 


administration’s 
expanded. The symptoms of an inade- 
staffed public administration showed 


public 


ment policies (especially those which required a 
high degree of co-ordination) and low standards 
operating 
running public facilities like rural water supply 
roads and health facilities, leading in 
destruction of ex- 


of maintenance and efficiency in 
systems 
many 


cases to 


premature 
pensive capital assets. The problems were com 
pounded by the discouragement of non-African 
yperators in construction, transpor 


various kinds of repair/maintenance 


small-scale 
tation ar 
activities 

Depend on the initial heritage of trained 
these prob 


manpower and subsequent policies 


lems may be found in varying degrees in other 
Tanzania, the 


of trained African 


countries. Thus, compared with 


even greater scarcity man 
Zambia accentuates some of the prob 
] In Kenya, on the other 


lems described 
stock of people 


power in 
above 
hand, a initial with 
appropriate 


ol Irican 


combined with a slower pace 


zation and a more permissive atti 


tude to non-Afncan small-scale operators, has 


engendered greater efficiency in public admin 


istration and services. Countries which launched 


major etatist initiatives have tended to exacer 
bate their 


associated p 


trained manpower scarcities and 
Ghana at indepen 
respect to trained 
es than Tanzania, Zambia or Kenya 
rapid public 


yns and responsibilities during the 


roblems. Thus 


dence was better off with 
African cadr 
But the 
sector tunc 
Nkrumah 

on a small, Dut competent 
(1971, p 


extremely increase in 


years placed insupportable burdens 
Berg 
’05) has drawn the following lesson 


civil service 
irly Ghanaian experience: ‘A large 
increase | he size and character of the tasks 
a weak administrative system does 
mean that capacity to perform de 
Rather it into 


imposed on 
not simply 


clines marginally tends to set 
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motion forces that erode the whole decision- 
making machinery and destroy the capacity to 
execute and Contro]’. Echoes of such a phenom- 
enon may be discerned in Guinea during the 
1960s and in Tanzania 1967 and 


1975 


between 


Iwo market-oriented countries, Malawi and 
the Ivory Coast, opted decisively for heavy con- 
tinued dependence on expatriate skills. Thus, in 
the Ivory Coast the population of Europeans 
(who play a major role in the modern sector of 
including public administration) 
30,000 in 1965 to 50,000 in 
1975 (IBRD—Ivory Coast, 1978). Greater 
efficiency was obtained at the price of much 
slower rates of Africanization. Progress towards 
self-reliance, in the sense of visible, African con- 
trol over the commanding heights of the econ- 
omy, was slower. While such a policy was 
heavily criticized in many quarters as neo-col- 
paid one other dividend over and 


the economy 
increased from 


onialist, it 
above the efficiency gains of a more gradual 
transition period. By entailing slower rates of 
promotion for Africans in high-/middle-level 
positions of the government it created less of 
an ‘excessive expectations’ problem for future 
cohorts than in the other countries, where rapid 
Africanization permitted swift career advances 
for the initial cohorts of African civil servants 
As a related point, the more restricted govern- 
ment career opportunities in these market 
oriented countries induced fresh entrants to the 
educated labour force to undertake much more 
serious efforts to seek remunerative occupations 
in non-government activities, such as commer 
cial farming or non-farm small-scale enterprise 
In the more rapidly Africanizing countries the 
early association of secondary-school-and-above 
qualifications with the virtual guarantee of a 
well-paid government job engendered massive 
demands for post-primary education, which 
when met, engendered long-term problems of 
educated unemployed (Andreski, 1968). Among 
the few countries which successfully 
this pressure and held the expansion of post- 
primary facilities in reasonable balance 
with long-term skilled manpower requirements 
was Tanzania 


resisted 


some 


(ii) Entrepreneurship and industrialization 
The lack .of a strong class of African industn- 


alists tended to confront policy-makers with 
the choice between continuing with the col 
onial heritage of an industrial sector owned and 
controlled by private non-Afmcan groups (in 
cluding both foreign transnational investors and 
local ‘ethnic minorities’) or ‘Africanizing’ 


modern industry through nationalizations and 


public investment in industrial plant. Most 
countries veered towards the latter path. Ghana 
and Guinea led the way immediately following 
their independence (1957 and 1958, respect- 
ively). On the east coast, Tanzania followed suit 
after the 1967 Arusah Declaration, Sudan in 
1969, and Zambia embraced the parastatal 
mode for industrial organization in 1968. The 
three market-oriented countries Ivory 
Coast, Kenya and Malawi, continued to rely 
predominantly on private investment 
and management for industrial development 
Thus far the development of 
African industrial entrepreneurship, whether in 
private or parastatal modes, has been limited 
As discussed in Section 1, at the time of inde- 
pendence the promise for private 
African entrepreneurship appeared to be in 
some of the West African 
like Ghana, Nigeria and Senegal. But very soon 
after independence countries activated 
strong import-substitution policies, including 
detailed administration of import and industrial 
licences, which tended to favour the larger estab- 


the 
foreign 


successful 


greatest 


coastal economies 


these 


lished foreign subsidiaries and new government 
industries and be biased against emerging, small- 
scale indigenous manufacturers. These policies 
together with the existing handicaps of the en- 
vironment (Schatz, 1972) inhibited the 
ution of private African entrepreneurs. In 
lower-income African 
probably too early to expect a significant tran 
sition of Africans from cash farming to industry 
Besides, in all these countries the availability of 
relatively well paid and secure government jobs 
dampened proclivities for industrial ventures. In 
the etatist countries like Ghana, Guinea, Sudan 
the emergence of private indus 


evol- 
the 
was 


East countries it 


and Tanzania 
trial African entrepreneurs was further inhibited 
by the anti-private-sector stances of government 
policies 
Almost by 
entrepreneurship in the industrial sector of the 


definition, the scale of state 


etatist countries has increased greatly. Given 
the relative infancy of the industrial sector as a 
whole and the even briefer history of the para 
it is probably too early to form a 
African state entrepren- 


most 


Statal mode 
definite evaluation of 
eurship. However, in 
of import restrictions, tariffs, preferential access 
to domestic and imported raw materials and 
imports, confinement 
equity terms 
created a highly protective framework 
discourages striving for efficiency [see, for 
example, Killick (1978) on Ghana, Acharya 
(1975) on Sudan]. Many of features of 
the macro-policy-frame are also to be found in 


countries policies 


schedules 
have 
which 


intermediate 


and subsidized credit and 


these 
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Table 7 


Ghana 


Value-added per worker (in constant 
1962 cedis) in 
(a) Private enterprises 
(b) State enterprises 


Tanzania 


Performance-indicators 


ratios 1972—1973/1966—1967 


Capital—output ratio 
Capital—labour ratio 

Value-added per worker 

Gross real rate of return on capital 
yf total factor productivity 


Index 


Sources: For Ghana, Killick (1978) 
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Kenya (IBRD—Kenya, 1975) 
susceptibie to being exp 
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like 
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loited through 


juntnes 


more 
overinvoicing practices ol 
foreign c But in the case of para 
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firm-level 
managers, the 
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transier-pncing 
large ym panies 
atal 
the weakness of incen 
workers 
latter 


bjectives and the 


pounded by 
inexperi 
dif 
transierence o! 
back 


caveats re 


tives and 


the and 

ocedures from civil-service 
Notwithstanding all the 
product composition 
the 
) support the view that parastatal firms in 
performed 
Further 


appropniateness 


Table 7 ap 


me period 


etc lata in 
pear 
Tanzania have worse 
ynes in recent history the 

yf many of the more capable and 
to man the 


diluted the 


Ghana and 
than private 
siphoning ol! 
civil servants 
gre of parastatals 


quality of the government administration 


experienced senior 


wing number 


Wage policy and its effects 

Both the colonially-bequeathed wage struc 
ture and the subsequent course of policies 
had significant implications for growth and 
income distribution in the sub-Saharan African 
countries. Pursuing this paper’s penchant for 
generalizations a stylized version of these issues 
is presented here, which purports to encapsu- 
late the salient findings of studies on Tanzania 
(World Bank internal report), Kenya (IBRD 
Kenya, 1975; ILO—Kenya, 1972), Sudan 
(I1LO—Sudan, 1976), Uganda (Jamal, 1976) and 
some interpretive pieces like Wolf’s (1973).* 

In essence, such a stylized version runs as 
follows. As seen earlier, the colonial period be- 


1962 


Industrial resource use efficiency in Ghana and Tanzania 


1963 1965—1966 1969—1970 


Parastatal Private 


1.46 
1.00 
0.69 


74 


U 5 


for Tanzania, World Bank data 


queathed widely divergent public pay struc- 
ture was mirrored, for similar reasons, in 
the irban non-government Not 
only was there an enormous difference between 
top, European salaried official (or company 
manager) and the unskilled African wage-earner, 
the the latter had had to be 
high enough attract rural peasants 
reservation price 


Around the end of the 


whict 
small sector 


the 


but wage of set 
to 


relatively high 


with a 


into ‘perma 


nent’ urban wage labour 


colonial period these unskilled urban wage rates 


tended to become codified in minimum wage 


After independence, there was rapid 
of the administrative grades of 


legislation 
Africanization 
the civil service. But the change in race was not 
any significant change in the 
One major for this was 
politically extremely difficult to 
pay of African civil servants 
when the old pay scales (or even 
were necessary to retain many 
expatriate staff in the more 
functions. And in the 
private modern sector, foreign firms continued 
pay their predominantly expatriate 
staff the same high salaries as before. Thus, 
post-independence to reduce the 
massive disparities between the top and bottom 
of the urban pay structure could be accommo- 
dated more easily by raising the pay scales at 
the bottom. This is what happened 
There were several significant consequences 
First, during the first decade after indepen- 
dence the gap in real earnings between small- 
holder peasants and urban unskilled workers or 
clerical staff widened greatly. Consequently 
the demand for such urban formal-sector jobs 


associated with 
pay structure 

that it was 
reduce the 

substantially 
better ones) 
the 
technical 


reason 
senior 
of 
ex-colonial 
government 
senior 


to 


pressures 
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expanded much faster than supply and the 
positions had to be rationed, usually on the 
qualifications, such as 
primary-school leaving certificates. This, in 
turn, generated a demand for edu- 
cation, where the emphasis was on the diploma 
rather than the content of education, since it 
was the former which was seen as the passport 
to formal-sector jobs; there was no particular 
reward attached to the more difficult process of 
acquiring vocational or craft skills. The supply 
of education increased rapidly, especially in 
rural areas, partly in response to the vastly in- 
creased demand and partly to well-grounded 
desires to illiteracy and ignorance 
Armed with the necessary certificates large 
numbers of rural youth migrated to urban 
centres to engage in the lottery for relatively 
well-paid formal-sector jobs. As the rate of 
growth of such employment typically lagged 
behind the combination of natural increases in 
existing urban labour force and the growth of 
migration to towns, the result was increasing 
urban unemployment, the growth of an infor- 
mal sector, and greater urban poverty, all rela- 
tively new phenomena in sub-Saharan Africa 

This pattern of pay increases for the lower 
end of the urban formal-sector employees was 
not seriously constrained by market forces. In 
the case of government employees there was 
hardly any ‘market discipline’ since government 
services are ‘non-marketed’ outputs; the only 
consequence a swelling of recurrent ex 
penditure budgets and a decline in budgetary 
savings. Prices of marketed but non-traded ser- 
vices (like hotels, commerce) went up. In the 
industrial sector, which produced tradeable out- 
put, the increases in the wage-bill could only be 
accomodated by increased protection (almost 
invariably granted) which cushioned competi- 
tive pressures for industrial efficiency and 
raised the relative prices of manufactures pur- 
chased by rural dwellers. The pattern of high 
and increasing wages for unskilled industrial 
labour also augmented existing biases in favour 
of capital-intensive industrial activities. The 
government was often particularly guilty of 
granting excessive pay increases to middle- 
level personnel. This tended to fuel the demand 
for secondary education and discouraged the 
emergence of private African enterprise 

Thus the adverse consequences of wage pol- 
icy included 


basis of educational 


massive 


reduce 


was 


(i) widening urban—rural income differen- 
tials; 


(11) 


the emergence of urban unemployment 
and poverty; 
(iii) excessive investment in the wrong type 


of education 

(iv) reduced government savings; 

(v) increased protection of the nascent in- 
dustrial sector; 

(v1) increased orientation within industry in 
favour of capital-intensive activities: and 
(vii) a failure to reward craft skills necessary 
for the evolution of African non-government 
enterprises 


In varying degree, these policies and conse- 
quences may be found in both etatist and 
market-oriented countries. A somewhat greater 
predilection towards overmanning in the urban 
formal level of industrial ef- 
ficiency and a higher incidence of inefficiencies 
and disruptions in the distribution networks 
serving rural areas may all have made the im- 
plicit tax on rural incomes exerted by the struc- 
ture of overvalued urban formal-sector incomes 
more onerous in the étatist nations. Finally, the 
presence of a well-developed mineral 
tended, as in Zambia, greatly to accentuate the 
problems of an inappropriate wage structure 
Labour earnings were typically very high in the 
capital-intensive mineral sector and tended to 
impart a upward the entire 
formal-sector wage structure 


sector, a lower 


sector 


strong bias to 


3. DEVELOPMENT ISSUES AND POLICY 
PRIORITIES FOR THE FUTURI 


This section draws on the earlier historical 
and diagnostic account to map an agenda of 
development issues and policy priorities that 
are likely to face the low-income countries of 
sub-Saharan Africa in the next decade or two 
The underlying organizing theme of this section 
is: given the stage these countries had reached 
in the mid-1970s, what are the critical long- 
term development issues that they must tackle 
to provide the best hope for self-sustaining 
development that helps to alleviate poverty? 
In the interests of brevity the caveats and 
qualifications are shed by the wayside; to avoid 
the fence-sitting of Joan Robinson’s famous 
‘two-handed economist’ (on the one hand 
while on the other ) and encourage the 
crystallization of some ideas, the tone will be 
much more prescriptive (perhaps even didactic) 
than a more scholarly, and agnostic, treatment 
might warrant. Before launching into a dis- 
cussion of these critical development issues it is 
helpful to set the stage with a set of consider- 
ations which profoundly affect the longer-term 
aspects of many of the development issues. 
These considerations relate to the question of 
population growth 
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regions of the world, sub-Saharan 


Africa displays the highest fertility and mortality 
and while mortality rates have been de 
there is yet to be any significant change 


the population 


rates 

clining 
in fertility rates; so rate ol 
growth is likely to accelerate before it declines 
Although historical data on mortality rates in 
yuntnes scarce and unreliable, it is 


these ci are 


clear that over the past two or three decades 
there a significant decline, leading to 
increases in life expectancy at birth of 7—10 
years between the early 1950s and early 1970s 
(Table 8). T fertility rates have remained 
high, in the range of 5.5—7.0, with crude birth- 
1000 (Table 8) 


nations ol 


has been 


tal 


rates clustering around 45—50 
Except in the two small island 
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fertility. Indeed in 
appears to have 
7). Rates of population 
per annum 


sig- 
decline in some 
fertility 


recent years (Cassen, 197 


nificant 
countries, risen in 
growth range between 2.5 and 3.5 


he continuing pattern of low life expec 
tancy is attributable to extremely high rates of 
explained by the 


communi 
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usual ft high incidence of 


mainutrition diseases 
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cable disease 
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hardy 
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paucity of ¢ 
The 
Where fertility is 
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Table 8. Demographic data for selected sub-Saharan Africa countries 


Estimated expectation of life 


at birth (years)* 
Country 1970—1974 
Ethiopia 
Kenya 
Somalia 
Tanzania 
Malawi 
Congo 33 
Zaire 38 
Ghana 34 
Ivory Coast 33 
Upper Volta 31 


(December 1976) 
From U.N.EAC 


improvements in general 
factors which will 


With continuing 
health conditions, all 
improve women’s ability to conceive and bring 
pregnancies successfully to term tend to 
increase fertility. On the other hand, improved 
children’s survival will tend to re 
desired number of live births. In the 
the influence is likely to 
outweigh the second in most countries. There 
debate on the effects of urbanization 
ation on fertility. Parents’ recognition 
afford education (especially 

education) for large numbers of 
is probably the best hope for future 

Very 
strong 


those 
will 


prospects of! 
duce the 


decade ahead first 
is much 
and edu 
that they 
secondary 
children 
fertility 
ently 

grammes 


cannot 


few governments pres- 
family planning pro- 
though in quite a few countries ele- 
increasingly 
child 


services 


decline 


endorse 


ments of such programmes 
being incorporated into the maternity 
health national health 
Even when governments adopt family planning 
programmes, as in Kenya, the spread of family 
iS measured by numbers of acceptors 


are 


component ofl 


planning 
loes not appear to be accelerating; besides, pro 
gramme activities are still mainly confined to 
the highly educated (Cassen, 1977) 

Thus the outlook for the next two decades is 
yf continued (and sometimes even accelerating) 
rapid population growth. Ultimately, as im 
provements in child mortality reduce the num- 
ber of births and 
strongly held pro-natal feelings, fertility can be 
expected to decline. Family planning pro 
grammes and motivational work may be able to 
accelerate this change but at present, as Cassen 
(1977) ‘their greatest appeal may 
come from stressing the (true) fact that longer 
birth and fewer births improve the 


desired education offsets 


oncludes 


intervals 


Estimates of 
total fertility 


Estimated crude 
birth-rates in 
Change 1970s (per 1000)! 


rates+ 


45.1 
477 
47.7 
47.1 
49.1 
44.9 
45.5 
46.8 
45.8 
48.8 


A. Demographic Handbook for Africa, 1975 


+ From R. Cassen, ‘Population change: current trends’, mimeo (November 1977) 
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prospects of child survival, and mothers’ sur- 
vival too’ 

In the meantime, economic policy-makers 
must plan on the basis of high rates of popu- 
lation growth 
this growth will be: (i) increases in social service 
spending budgets, which should strengthen the 
case for institution of systems; 
and (ii) acceleration of the shift in agriculture 
from land-extensive civilization systems to 


Iwo obvious consequences of 


cost-recovery 


more scientific ones 


(b) A strategy for agriculture 


For most of these countries, in the medium 
and long run, the key to more rapid growth, 
swifter alleviation of poverty, containment of 
unemployment, the reduction of urban—rural 
income differentials, a more manageable bal- 
ance of payments and a more robust basis for 
long-term structural transformation of the 
economy, lies with increasing production in the 
rural economy. While industrialization of the 
right kind can play a strong supportive role, its 
capacity to generate employment and incomes 
directly will be quite limited for decades to 
come. Thus, for example, in Tanzania, where 
the choice of industrial strategy has been the 
focus of sustained analysis and debate during 
the past 5 years, long-term simulations reveal 


that whatever their other differences, none of 


the strategies under consideration offers a scale 
of manufacturing employment greater than a 


mere 3% of the projected labour force by 
1995 (World Bank, and Roemer ef ai., 1976) 
Tanzania is not atypical: employment in the 
organized manufacturing sector in the 1970s 
in higher-income countries like the Ivory Coast 
and Ghana accounted for only 2% or so of their 
labour force. For the foreseeable future the 
task of providing productive employment for 
the growing labour force of these nations must 
rest squarely with the agricultural sector 

Within the agricultural sector the long-term 
objectives of growth, poverty alleviation and 
structural transformation are likely to be best 
served by concentrating resources and policies 
in favour of smallholder agriculture. Small- 
holder agriculture offers the best opportunities 
for transforming abundant resources of land 
and labour into output, while economizing on 
scarce factors of capital and foreign exchange 
This is true both for the present endowment of 
resources and for likely future technical inno- 
vations. The long-term, international record on 
agricultural innovations and their diffusion is 
replete with promise for divisible, scale-neutral 
innovations, which can be adopted by small- 


holders and which enhance the productivity of 
land and labour at their command (Johnston 
and Kilby, 1975; Hayami and Ruttan, 1971) 

Before outlining the principal elements of a 
smallholder strategy, certain additional reasons 
may why capital 
intensive agricultural modes farms 
private estates) are likely to play only a limited 
role in the optimal, long-term strategy for agri- 
cultural development in Africa. Such capital 
intensive agricultural modes (at least, the pri- 
vately managed ones) are frequently associated 
with higher land productivity than peasant 
farming. Less often they also boast greater total 
factor productivity. Amongst their attractions 
for policy-makers are the ready accessibility of 
their level of production. For example, inclem- 
ent weather not only reduces the yields of cash 
crops; it may lead peasants to switch resources 
away trom crops and into 
crops to livelihood. Estates are not 
likely to make such a switch 

There are two principal arguments against 
emphasis on private estates and state farms even 
when they pass the test of static economic ef- 
ficiency. Both reasons derive from the fact that 
production from these entities pre-empts a part 
of the market for smallholders producing the 
same crops. The market may be 
(typically for foodcrops) or international (as 
for export crops); in either case the issue of 
actual or potential pre-emption is valid. The first 
reason is based on equity: the benefits from 
estate production are likely to be distributed 
than those from smallholder 
production of the same output. The second 
reason follows from this but invokes the 
mantle of dynamic efficiency. Because the dif- 
fusion of their incremental incomes is limited, 
estate farms are less likely to set in motion the 
broad-based increases in rural purchasing power 
that are necessary to bring about a mutually 
supportive dynamic interaction between agri- 
culture and industry, of the kind 
which has transformed the economy of the 
Indian Punjab in the last 15 years 

The force of these cautionary remarks 
(against large-scale agriculture) based on market 
pre-emption varies across countries with respect 
to their factor endowments and the specific 
market situations they confront. For example, 
in land-abundant countries like Zambia and 
Zaire large farms based on hired labour may be 
an appropriate mode of production for quite a 
few years before the demographic pressures on 
land sharpen the issues of market pre-emption 
and income earning opportunities for small- 
holder farming. In countries where land is less 


be cited as to large-scale 


(state 


cash subsistence 


assure a 


domestic 


much less widely 


domestic 
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abundant, like Kenya, Ethiopia and Ghana, the 
arguments based on market pre-emption are 
about the limited 
large-scale farming units. As the demographic 
harder against the availability of 
there will be Kenyas and 
Africa 


already persuasive role for 


trends press 


land more fewer 


Zambias in the future of sub-Saharan 


(1) In rea 


‘ 


of an appropriate smallholder 


will vary across countries and across 


agronomic zones within countries. But some 
principal elements, likely > common to all 
may be distinguished 

First, the 


present in the policy 


incentive bias against agriculture 
rames Of most countries 
needs to be substantially diminished, if not elimi- 
This will require hard decisions on ex- 
rates, tari structures, 


retail price controls, and agricultural 


nated 


change formal-sector 


wages 


producer prices. Nor will it always be sufficient 


to increase the rural in 


purchasing power of 


comes through such policy reforms if failures 


in the distribution systems conveying manu 


factured, consumer goods subvert 


upcountry 


of increased incomes for increased 


However, if 
confidently 


the use 
these actions are taker 
substantial in 
That 


react positively to improved 


purchases 
one can predict 
creases in rural incomes and production 
smallholders will 
incentives can be reliably asserted on the basis 
yf the from all over the 
Africa) attesting to the ration 
yf peasant responses. Indeed, in the short 
anticipated from 
are likely to be 
‘structural 


wealth of evidence 
giobe (including 
ality 
and medium run the 
‘macro -policy 
greater than benefits from 
supply-side’ improvements in the technology of 


gains 
such reforms 
more 
agricultural production, as the gains from the 
latter usually have a longer gestation period 
Second, throughout the greater part of sub 
Saharan Africa, population growth is gradually 
inducing a transition from resource-based, land 
extensive farming to science-based, land-inten- 
sive practices (Johnston, 1978). This fact has 
profound implications. Virtually all studies of 
African farm systems carried out in the 1950s 
and 1960s stressed the labour-constrained 
nature of agricultural output (Cleave, 1974), 
but the doubling of the population in the last 
quarter of a century is changing all that. Like 
all transitions the picture is mixed. There are 
still substantial opportunities for increasing out- 
put by expanding the cultivated area: both 
through shifts into lower-quality lands and 
through opening up good virgin land through 
extension of the rail and (primarily) road net- 


works.*” But the pressures for land-intensive 
cultivation are now being clearly felt in many 
Kenya ‘high-potential’ land is virtually 
exhausted and in certain pockets landlessness 


areas. In 


has begun to emerge as a significant social prob 
1976) 
being felt in the good land areas of the Arusha 
Kilimanjaro and West Lake regions of Tanzania 
northern Ethiopia and the Sahel countries. The 
symptoms of population pressure may be seen 
rtened periods and resulting soil 
problems. Benneh (1973, p. 139) has 

ed that in recent Ghana the 
period has been reduced from 


lem (Heyer Population pressure is also 


fallow 


years in 
fallow 


ears to 2 


3 years in the predominant 
yw system of cultivation. Hance (1970 
estimated that by the end of the 1960s 
of land area in tropical Africa had 
subject to pressure’. All of this suggests 
the long term, growth in agricultural 
from improve- 
stemming 
th better husbandry and greater use of 
al packages’ including fertilizer, pesti- 
Further, where popu- 


nearly 40 
becon 
that in 
output will come increasingly 

the intensive use of land 


mproved seeds 
ressure on land has been accentuated by 
policies (such as 


a government's ‘nucleation’ 


Tanzania's villagization programme) the need 
for improved ‘packages’ and practices is that 
much greater 

Given the 
physi 


enormous 
environment (primarily due to differ 
rainfall patterns and soils) and the rela 
stock ofl 


foodcrops, the 


heterogeneity of the 


ences In 


tively small research, especially in 


transition to a science-based 
land-intensive 
haul 


tive re 


farming strategy will be a long 


slow The need for location-specific adap- 
especially in semi-arid 


Special attention needs to be devoted to 


search is great 
zones 
which are particu 
larly prominent in African food production and 
(International Policy Re- 
Institute, 1977). Adaptive research will 
need to embrace biological—chemical inno- 
vations such as seed fertilizer combinations as 


rootcrops and coarse grains 
consumption Food 


search 


well as mechanical innovations. There is an 
urgent need to strengthen the capacity of na- 
tional and regional organizations to 
generate an efficient technical 
innovations that are feasible and profitable for 
small farmers subject to 
straints (Johnston, 1978) 

Nor will the existence, or discovery, of high- 
yield ‘technical packages’ usually be enough 


research 
sequence ol 


severe budget con 


For success they will need to be preceded by 
(or, at least, combined with) improvements in 


cropping and tillage practices. To ensure that 
all this complex information is readily avail- 
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able to the farmer will require wider and faster- 
reacting extension service systems than are pres- 
ently available in most countries. Extension 
services are the critical link between research 
and farm practice. Providing for a dialogue be- 
tween African farmers and researchers is diffi- 
cult at present, but is essential for increasing 
the impact of research on farm productivity and 
output. Furthermore, to avoid costly errors, the 
introduction of new techniques and inputs 
should be done with an adequate understanding 
of the full farm system (Johnston, 1978). Nar- 
rowly conceived and implemented innovations 


have unexpected and adverse conse- 
30 


could 
quences 

With greater pressure on land resources there 
will be need for government assist- 
ance in planning land use (Lele, 1975) to facili- 
tate soil conservation and define property rights 
and markets in land as the old patterns of 
shifting cultivation and communal access give 
way to sedentary agriculture with some form of 
permanent rights to land. Governments can also 
expect to play a more significant role in manage- 
ment of water resources. In present-day Africa 
irrigated agriculture is expensive and technically 
demanding. In the short and medium run it 
makes more sense to focus adaptive research 
and development programmes on the predomi- 
nant rainfed mode, including the semi-arid areas 
which are increasingly being brought under 
cultivation. But in the long run irrigation could 
have a greater role and some attention needs to 
be given to accumulating hydrological data and 
beginning to acquire the necessary technical ex- 
pertise and experience for the design, construc- 
tion and management of irrigation schemes 

Third, one readily transferable technical 
innovation, the tractor, should be approached 
with extreme caution. The experience with 
tractorization schemes in sub-Saharan Africa is, 
on balance, adverse (for example: Kline ef ai., 
1969; Lord, 1973; de Wilde, 1967; Amarshi, 
1969; Clayton, 1972; and Collinson, 1965) 
Most tractorization schemes have been charac- 
terized by overcapitalization, poor organization, 


increased 


inadequate repair/maintenance facilities, un- 
productive and inefficient use of machines, high 
land-clearing costs and insufficient increases in 
output. And, in contrast with biologically-based 
innovations, tractorization is typically labour- 
displacing. Recent research (using detailed 
linear programme modelling of farm systems) 
by the World Bank on the comparative econ- 
omic profitability of manual, oxen-based and 
tractor technologies in the context of Sukuma- 
land farming systems, found tractors inferior to 
oxen cultivation, even when it was assumed that 


all of a village’s land was farmed as one unit 
This was a fortiori the case for individual 
peasant holdings.*! 

This does not mean that African farmers 
should be condemned in perpetuity to the pres- 
ently prevailing system of manual cultivation 
based on the hoe. There is great scope for 
equipment and tillage innovations which inter 
act with biochemical innovations in raising 
yields. The potential from improved tools and 
implements is particularly promising for oxen- 
based farming systems, wherever soils, topogra- 
phy and the tsetse fly permit. Indeed, a fourth 
element of a smallholder-oriented development 
strategy would be the institution and encourage- 
ment of oxen cultivation and related propaga- 
tion of new tools and implements. It must be 
emphasized that this is no overnight panacea 
Breeding programmes need to be developed for 
stronger, more effective oxen for cultivation. A 
broader range of implements and tools has to 
be developed, tested, produced and marketed, 
especially if draft animal power is to be har- 
nessed to a wider range of farm tasks than is 
currently the case in the few areas where oxen 
are used for cultivation. The integration of 
draft animal power into farming practices will 
also require changes in social customs and atti- 
tudes towards the role of cattle and in the rules 
governing their access to grazing land. But the 
potential is there. Animal draft power is an in- 
digenous and farm incomes can be 
raised directly and indirectly by a close inte- 
gration of crop production and livestock activi- 
ties. Furthermore, small-scale manufac- 
ture of a widening range of hand-tools and 
animal-power implements (such as ploughs, cul- 
tivators, seed-fertilizer drills and planters) can 
stimulate the growth of rural-based manufac- 
turing activities, especially the growth and dif- 
fusion of metalworking and other technical 
skills essential for the evolution of broad-based 
manufacturing capabilities (especially, in simple 
capital goods production) and the associated 
expansion of non-farm employment opportuni- 
ties. The burgeoning rural workshops of India, 
Pakistan, the Republic of China and the People’s 
Republic of China have proved to be fertile 
ground for the development of efficient and 
increasingly sophisticated small-scale manu- 
facturing enterprises (Johnston, 1978) 

The fifth component of a smallholder strat- 
egy must be to reduce the transport and mar- 
keting margins between the peasant and the 
point of final sale. Principally, this will involve 
improvements in physical transport infrastruc- 
ture, especially feeder roads and storage facili- 
ties, and measures to increase the operating ef- 


resource, 


local, 
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ind workers 


Ihe nub of this is not that 
sub-Saharan 


trialize, but 


sorry summary 
frican countries should not indus 
rather that certain kinds of costly 
should be soft-ped 


errors a! non-solutions’ 


alled, while some positive actions are supported 
Some of these issues are now elaborated 


(i) /mport substitution vs import-substitution 
policies 


A ren 
most early 


irkably common fallacy is one which 
industrial activities in low-in- 
untnies will be of animport-substituting 
nature, therefore industrial policy should have a 


says 
come co 
strong, generalized import-substituting bias. As 
noted above, the poverty in logic is not reduced 
by the Import 
substituting have 


historical evidence 
frequently 
economically efficient options in early develop 
ment stages in many of these countries owing 


weight of 


activities been 


to the natural protection offered by transpor 
tation costs and their natural resource endow 
ments. But that does not, in itself, justify a set 
of policies biased in favour of import-substi- 
tution. In particular, it justify the 
heavy recourse to quantitative restrictions, im- 
port bans and tariff structures characterized by 


does not 
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high and widely differentiated rates of effective 
protection 

This should not be read to mean that there is 
never a sound case for protecting industry. The 
generalized infant industry arguments (such as 
skill acquisition, growth of entrepreneurship) 
may well warrant a moderate degree of special 
advantage for industry relative to other sectors 
Ideally, this should be at a uniform rate (20 
30% as a rule of thumb) for all industrial activi 
ties and should not discriminate 
import-substituting and exporting 
There may be certain exceptional cases which 
warrant greater inducements for special reasons 
Thus the metal-working sector may be particu 
larly favoured for its special possibilities for 
skill acquisition and the longer-term capability 
for technological adaptation; otherwise poor 
countries may remain permanently dependent 
on inappropriate technologies imported from 
developed countries with totally different fac 
tor endowments (Acharya, 1974) 

In granting such special treatment to indus 
try, three considerations should be kept upper 
First, it is vitally important to maintain 
some competitive discipline toward the nascent 
industries. Hence tariffs-cum-export 
are to be preferred to quantitative import re 
strictions. The latter are not only indeterminate 
regarding the degree of special advantage con- 
but also encourage the growth of oli 
few, privileged 
carve up the implicit rent in 
the restricted market. Second, the 
infancy as a temporary should not be 
forgotten. There needs to be some recognition 
of the desirability of future reductions in the 
special advantages initially granted. Finally, the 
concern with price-interventions should not 
preclude the development of ‘structural’ sup- 
ports to industry such as technical and consult 
ancy account audit training 
improvements in physical infrastructure 


between 


options 


most 


subsidies 


ferred 
gopolistic 
early entrants 


structures, where a 
notion ol 
state 


services, and and 


(ii) The role of regional common markets 

The most prominent experiment in regional 
market integration in sub-Saharan Africa has 
been the East African Common Market.**? The 
experiment accomodated distinct moti 
vations. First, the adoption of a common ex 
ternal tariff, with much higher rates for manu 
factured products, may be seen as an extension 
of national import-substitution policies, with 
the protective wall shifted from national to 
regional frontiers (Robson, 1968); in this ver 
sion market forces are allowed to determine the 
inter-nation distribution of the increases (and 
decreases) in manufacturing induced by protec- 


two 


tion. The second 
phasis to intergovernmental policy agreements 


for inter-nation distribution of some key indus- 


motivation gave greater em- 


tries, characterized by large economies of scale 
In practice both themes have run into diffi- 
culties, related essentially to nationally perceived 
distribution of gains and 

Based on her early industrial lead, Kenya 


inequalities in the 
losses 
made the greatest import-substituting use of the 
However 


common protecting policy over time 


this became a mixed blessing. As the ‘lagging’ 
partner countries gradually import-substituted 
against Kenya’s early regional export pattern 
Kenya sought out advanced’ manufac- 
tures for sale to partner countries. While this 
shored up her share in the regional market, it 
took her away from relatively simple manufac 
tures and instead encouraged a type of special 
ization in manufactures in which Kenya did not 


“more 


have a long-run comparative advantage with re- 
spect to the 
extra-regional market (Porter 
more dirigiste 
efforts, they 
by subsequent decisions of 
not to abide by the initially 
(Robson, 1968) 

The East African effort has ultimately foun- 
dered on the rocks of political disagreements, 
but the underlying economic rationale was not 
beyond question 
that the countries were too similar in industrial 
development and, in 
genuine intra-market 
for the experiment to flourish in 


arger and more dynamic, 
1974). As for the 
‘allocation-of-regional-industries’ 
were almost invariably overtaken 


much 


partner countries 
} 


agreed allocation 


It has been sometimes argued 


Structure and stage of 


practice, too averse to 
specialization 
the long run 

Similar schemes towards regional economic 
developed in and 
Central Africa these are confined to 
Francophone countries, viz. the West African 
Economic Community (CEAO) grouping the 
Ivory Coast, Mali, Mauritania, Niger, Senegal 
and Upper Volta, and the Central African 
Customs and Economic Union (UDEAC) com- 
prising Cameroon, the Central African Empire, 
the People’s Republic of Congo and Gabon 
their origins date back to pre-independence 
days. New on the scene is the 16-member Econ- 
omic Community of West African States 
(ECOWAS) which became operational only in 
1977 and whose membership includes that of 
CEAO plus Benin, Cape Verde, Gambia, Ghana, 
Guinea, Guinea-Bissau, Liberia, Nigeria, Sierra 
Leone and Togo. All these schemes aim at es- 
tablishing common markets with particular em- 
phasis on industrial development. Another com- 
mon trait is the diversity between members in 
and level of economic 


integration have Western 


Iwo ol 


resource endowment 
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development: each grouping includes compara 
ricl land 


countries alongside 
that are am¢ he 


yrder t 


tively oastal 


locked ‘least 


‘ 


sharing ol 


regional development, each 


treaty therefore provides for mechanisms to 


compensate for | I 


losses in fiscal revenues due 


to changes in trade shares, as well as ‘develop 


the poorer member 


‘nt funds to I 


assist 
yuntries in particular 


UDEAC, in its 


ie io 
ICC AUC 


form, Nas existed for 


present 


has, on the whole, been 
Bones of ¢ 


industries between 


out a and 


reasonably successful ontention have 
ol new 
and the 


Solidanity 


been the allocation 
distribution of rev 
Fund: both 
to withdraw from UDEAC in 


1968. CEAO started operating at the beginning 


member countries 


om the these 


] ; ‘ 


ff 1975 and so far appears to be developing 
ECOWAS is just begin 


diverse 


i'w 


odestly 


function. Its large and widely 
») makes it the most ambitious effort 
West Africa yet. It 

the part of 


Nigeria 


integration in 
determinati 
mm 


inity § principal 


he Ivory Coast to 


minary indications are that 


deed obtaining full support from these two 


naller countries 


Senegal which would 


yvernments, as well as fron 


Togo or be par 
nterested in exploiting wider regional 


or their potential exports of manu 
ll whether the 


through 


red goods. Only time will te 


naie Of reaping scale economies 


et integration will be fulf whether 


‘ 


fall prey to vicissitudes of 


Africa 
1anufactured exports 

lat for the next decade or so the 

f industrialization in sub-Saharan 

ontinue to be along import-substi 

The 


manutactured exports is limited are 


nain reasons why the outlook 


(i) the policy bias in favour of import sub 
stitution 

the stock of 
productive workers 


(i) 


(11) small skilled and highly 
labour (com- 
countries); to- 


high wages for unskilled 
pared to, South Asian 
gether with the weak artisan tradition, this 
leads to high unit labour costs 

the high expatriate technical 
and managerial personnel, who continue to 
man many industrial enterprises; 

(v) a relatively high supply price for 
foreign risk capital, owing to uncertainties 
over political stability and exchange rates 


say, 


(iv) cost ol 
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costs 


particularly 
and/or the inade 


high transportation 
locked 
transport infrastructure 

tradition of African entrepreneur 


(Vi) 
for land countries 
quacy 
(Vil) Weak 
ship 

(viii) the small processing margins prevailing 
commodities 


many primary, processed 


low efficiency of parastatal, indus 


iterprises 


The pri 
policy bias against exports is eliminated through 
export 
many ol 
table in the short run 


spects will, of course, improve if the 


reform subsidies, and free trade 


But 


are less tra 


tariff 
zones the other constraints 


not too much 


since 
should be expected in the way of manufactured 


export increases in the next decade, except ina 


few resource-exploiting activities 

In the ng run the need to develop manu 
facturing export capability 
yme relatively land scarce countries 
Assuming 
capita in 
in income 


will become more 
pressing; ir 


like Kenya 


population gr 


become so 
per 
and 


has already 


wth at 3%/year 


, > 


yme increases of 2—2.5%/year 
elasticity tor food of about 0.6, Africa’s demand 
kely at over 4 With 
ver the 15 years of pro 
a to keep pace with population 


to grow year 


last food 
duction Afric 
growth, increments in effective demand for 
ncome growth have increasingly 
food 


have come mainly from the exten 


through imports. Increases in 


future food deficits are to be 


output 


sive margin. If 


manageable increases need to be 
1 to 
factor productivity and/or shifts 
crops to food Basically 


pressure will the 


kept 
more rapid a! come increasingly from im 
provements in 

cash 
graphic 
competition for land 
whichever 


of acreage 
dem increase 
food 


resolved. 


rising 
between and 


way this is 


use 
cash crops. In 
the demand for foreign exchange will increase 
either to purchase more food abroad or replace 
the export 

food crops Ior 
mand for 


-arnings lost through substitution of 

export To meet this de 
foreign labour-intensive 
manufactured exports have to be developed. To 


crops 


exchange, 


prepare for this predictable stage of develop- 
ment it is necessary to institute, as soon as poss- 
ible, policies to reduce the obstacles to manu- 
factured exports cited earlier. Countries facing 
greater arable land and dimmer 
prospects for agricultural productivity increases 
will need to devote correspondingly greater 
attention to augmenting their manufactured 
export capability 

Finally, with growing exploration and ex- 
ploitation of mineral number of 
sub-Saharan African expect to 


pressure on 


resources, a 


countries can 
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enjoy increases in earnings from mineral ex- 
ports like oil, iron ore and bauxite. While the 
rents from such resources will bring welcome 
relief from the foreign exchange bind, countries 
with growing mineral sectors will need to guard 
carefully against the problems of a highly dis- 
torted wage structure, neglect of agriculture 
and urban which have plagued mineral 
producing African countries over the past two 
or more decades 


bias, 


(iv) Small-scale industr) 

Ihe scope for small-scale industry in Africa 
is largely uncharted but potentially significant 
especially if small businesses can be induced to 
mutually supporting links with rural in- 
come growth. Among the main 
government policy are 


weld 
lessons for 


(i) Existing discrimination against small- 
scale enterprises with respect to the 
cation of inputs should be eliminated 
(ii) Overly bureaucratic attempts to foster 
small-scale industrial estates should be 
avoided (they frequently turn out to be 
highly discriminatory and not really small- 
scale) 

(iii) The non-tradeable nature of the prod- 
ucts (usually because of their low quality 
and lack of standardization) of informal- 
sector manufacturing enterprises, and hence 
the limited market for them, should be 
recognized, and care taken that the domestic 
market is not pre-empted by higher-quality, 
standardized production from large- and 
medium-scale plants (Little and Mazumdar, 
1977) 

(iv) Private initiatives and effort should be 
encouraged rather than criticized 


allo- 


Perhaps the best prospect for the develop- 
ment of small-scale industry lies in fostering 
close links with the anticipated transition to a 
science-based, land-intensive agriculture that 
makes increasing use of implements and tools 
manufactured by indigenous, small-scale indus- 
try. History has demonstrated how the rural 
workshops of India, Pakistan, the Republic of 
China and the People’s Republic of China have 
often progressed from the manufacture of rela- 
tively simple elements such as ploughs and carts 
to seed drills, electric motors, diesel engines, 
stationary threshers and power tillers. More- 
over, production of one or more farm inputs 
has often led to the manufacture of consumer 
goods like electric fans, bicycles, sewing ma- 
chines and producer goods like oilseed expel- 
lers, lathes and hand drill presses (Johnston, 
1978). Because of the pervasive importance of 


metal-working skills, the technical and mana- 
gerial capabilities bred in rural workshops can 
greatly enhance the development of a light 
engineering industry, which is crucial for the 
assimilation of more complex (and appropriate) 
manufacturing technologies 


(v) Special problems of parastatal industry) 

Most of the special problems of parastatal 
enterprises in Africa stem from an inadequate 
specification of goals at the firm level, insuf- 


ficient autonomy with respect to the policy 
instruments available to a firm’s managers (such 
as pricing, hiring/firing and investment), and a 
weakly articulated system for monitoring and 
‘policing’ performance. Some tentative sugges- 
tions for reform include 


(i) Specification of simple, efficiency-orien- 
ted goals be physical output 
targets, but financial profitability may be an 
easier criterion to apply given the past 
familiarity with such signals and the prob- 
lems of physical targeting for multi-product 
enterprises. Of this would require 
prior reform of the macro-incentive frame so 
that financial results bear a close correspon 
dence with economic performance 

(ii) Given the acute scarcity of experienced 
and skilled personnel, centralized approaches 
to industrial development should be es 
chewed, as they demand complex and de- 
tailed co-ordination. With greater reliance on 
(reformed) market signals, scarce admini- 
strative talent can be conserved. Such a de- 
centralized approach would be 
with greater autonomy (and responsibility) 
for firm-level managers 

(iii) The ‘policing’ of performance will, ulti- 
mately, demand political preparedness to 
penalize unsuccessful managers. In the case 
of public monopolies or oligopolies, counter- 
vailing pressure from imports or some li- 
censed private producers may be desirable 


these could 


course, 


associated 


None of the above quite solves the conun- 
drum of how to internalize entrepreneurship, 
innovation and capacities for technological 
adaptation in state-owned-and-managed enter- 
prises. 


(d) Priorities for education 


It is now widely agreed that education and 
training policy in sub-Saharan African countries 
must: (i) emphasize primary and adult edu- 
cation; (ii) give greater weight to vocational and 
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levels; (ii) re 
formal 


with 


technical skills at 
strict the growth of post-pnmary 


cation to be in 


post-primary 
edu 
man 


reasonable balance 


power needs; and (iv) undertake thoroughgoing 


curriculum reform at all levels 
No one challenges expansion in 


primary schooling. The late to the pace 


of expansion, the 


issues Te 
content of schooling and the 
modes of financing. Since the late 1960s many 
of the low-income, Africar 

East Africa 


Sai primary 


countries, especially 
have set target dates for univer 
education generally ac 
celerated the growth of primary-school enrol 
As there has simultaneously been a trend 
abolition of all fees for public primary 


which are 


ments 
towards 
schools 


nearly a 


usually responsible for 


primary education), these countries 


have faced rapid increases in budgetary expend- 


itures on education. Thus, for example, in 


Kenya recurrent budget expenditures on edu- 


the annual rate of 21 between 
1975, by they 

8% of the total recurrent budget. Pro- 

ections made in the early 1970s saw this share 
1983/1984. In Tanzania, the 
universal primary 


grew al 


which time were 


rising to 53% by 


target date of edu 
cation (UPE) of was brought 
1974 to 1977 implied that recurrent 
budget expenditure on primary education alone 
total 
in 1983 


original 
1989 forward in 
which 
about 6 o! 


would from 


revenues in 1974/197 


rise recurrent 
1984 
That increases of this magnitude were likely 
to cau financial 
ment has become progressively clearer to policy- 
makers Thus in late 1975 the 
Kenyan National 
Committee on Objectives and 
Policies (NCEOP). 
ture and policies within the specified constraint 
of education expenditures not exceeding 28 
of the recurrent budget. The NCEOP advised a 
slowing down of primary-school 
reduction of the intake into secondary 
conform with anticipated manpower 
needs, and the regulation of the explosive growth 
rate of private, secondary 
The extent to which recommendations 
will be successfully implemented remains to be 


5 to 16 


se severe problems of nanage 
in both countries 

Government established a 
Educational 


to advise on education struc- 


enrolment 
growtl 


schools t 


‘harambee’ schools 
these 
seen. But the Government’s seriousness may be 
gauged from the abolition of certain automatic 
teacher salary increases in 1975 and the severe 
rationing of promotions. In Tanzania, at the 
Government’s request, the World Bank carried 
out a study of the fiscal implications of the new 
UPE target, which outlined a 
Saving options such as 
classes, reduction in real teacher salaries through 


number of cost- 
‘double-shifting’ of 


allowing deliberate erosion by inflation and a 


reduction in the number of years of primary 
schooling 
In reconciling the desires for rapid expansion 
with financial 
Tanzania and 
the 
national 
self-help 
build classrooms and teacher housing 


efforts 


obvious 
like 


with 


in primary schooling 


constraints several countries 


Somalia, are experimenting use of 


untrained teachers (such as service 


personnel) and village schemes to 


How far 
about 


these mobilization can 


yst delivery systems for mass education 


bring 
lower 
will depend crucially on the degree to which 


permanent features of the edu 
temporary re 
transiting 
enrolment ratios to 95% enrol- 


In recent years Ethiopia has gone 


they become 
as distinct from 
cope with 


Say 50 


cation system, 


courses to problems of 
from, 
ratios 


ment 


far in instituting such long-term education 


system reforms. Less trained and lower-paid 
part of a 10- 
cope with a 
bulge in enrolments. A major por 
of the recurrent cost of teachers is being 
the formed peasant 
ations, which, in turn, rely on contributions 
from individual households 

Most of countries are pushing 
ahead simultaneously with adult literacy pro- 

Aside from its human-rights 
such to be commended on 
the presumption of positive links between liter 


agricultural productivity 


teachers are being deployed as 


year programme, not just to 
temporary 
tion 
borne by 


newly associ 


these also 


grammes basic 
aspects efforts are 
acy and However, it 
must be 
mobilized 


recognized that the resources being 
semi-voluntary 
for adult literacy programmes frequently 
compete with those being marshalled for ac- 
celerated programmes of 
Furthermore, the 
and population 


(sometimes on a 


basis) 


primary education 
concentration on quantity 
may be detracting 
from the education, particularly 
from the efforts to restructure 
curricula to match education with the pupil’s 
anticipated role in which usually im- 
plies giving greater weight to practical work 
and agricultural matters 

While the need to keep the expansion of 
secondary-school 
with skill 


coverage 
quality of 
simultaneous 


society 


balance 
lemands is generally recognized, the 
political pressures for have 
great that few countries have been able to fol- 
low Tanzania’s lead in bringing down the ratio 
of primary-school leavers entering secondary 
from 36% in 1962 to 11 
private secondary schools) in 
1974. Thus, for example, the ratio stood at 
31% in Kenya in 1975/1976 and 49% in Sudan 
in 1976/1977 
Finally 


facilities in rough 


increases been so 


schools (including 


enrolments in 


the virtually automatic tendency 
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towards free primary education in most of 
these countries may be questioned. Given: (i) 
the burgeoning demand for all types of social 
services and the associated growth in recurrent 
budgetary expenditures; (ii) the strong demand 
for education; and (iii) the difficulty of finding 
tax handles in rural areas which do not induce 
resource misallocation or are easy to evade, it 
can be argued that primary-school fees aimed at 
partial cost recovery can reduce the pressure on 
government savings, without frustrating the 
spread of education or being fully offset by a 
decline in household savings. Furthermore, to 
the extent that the cost of educating children 
affects decisions on preferred family size, fees 
for primary education may be expected to have 
a restraining influence on the rate of population 
growth 


(e) Meeting other basic needs*®® 


The objective of meeting the basic needs of a 
nation’s population is unassailable. The econ- 
omic issues, arising out of the fundamental 
economic problem of resource scarcity, relate 
to scale and phasing of programmes and the 


design of delivery systems. Amongst the sub- 


Saharan African nations, Tanzania, Ethiopia 
and Somalia have gone farther than others with 
basic-needs approaches. Not enough is yet 
known about the Ethiopian and Somalian ex- 
perience to warrant any conclusions. Tanzania’s 
experiences yield some tentative insights 

First, the topography and physical environ- 
ment of the country have a profound influence 
on the cost of meeting a given basic-needs tar- 
get. Thus, in the case of rural water supply, 
Tanzania’s plateau formation and geological 
structure sharply limit the technical possibilities 
for low-cost shallow wells of the kind prevalent 
in South and East Asia. Instead, recourse must 
be had to high-cost deep bore-holes and surface 
reservoirs. A recent, detailed study by Bank 
staff of technological alternatives for rural 
water supply in Tanzania estimated that the 
capital costs of going from about 35% coverage 
of the rural population in 1975 to full coverage 
by 1980 would range from 2.5 to 3.7 billion 
Tanzanian shillings (1976 prices), or from 300 
to 400 million US dollars. Expenditures of this 
magnitude would swallow up between 15 and 
25% of the capital outlays proposed under the 
Third Five-Year Plan, that is from three to five 
times the share actually allocated to this head 
under the Second Five-Year Plan (1969—1974) 
Universal rural water supply by 1980 had been 
enunciated as a goal in 1974. But the massive 
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requirements in capital resources, technical 
manpower and organizational skills persuaded 
the Government, in 1977, to postpone the tar- 
get date to 1991 

Second, it is all too easy to underestimate 
the organizational difficulties associated with an 
extremely rapid geographical spread of a freshly 
designed, basic-needs delivery system. Since the 
late 1960s Tanzania has undertaken far-reaching 
reforms in its health services, designed to con- 
vert an urban-oriented, élitist service to one 
serving the masses, the vast majority of whom 
live in rural areas. At the same time there has 
been a shift in emphasis from curative to pre- 
ventive health care. This has necessitated root- 
and-branch reform of the organizational struc- 
ture of the health service and the training pro- 
grammes and supply logistics necessary to sus- 
tain it. A recently compiled survey of Tanzania’s 
health sector by the Bank points to grave 
organizational, financial, supply and _ distri- 
bution problems which are presently besetting 
the operation of the health service and sharply 
reducing its potential effectiveness. It is too 
early to judge whether these problems are 
transitional or are a more permanent conse- 
quence of entrusting a very large proportion of 
the final outputs of the system to cadres of 
lightly trained para-professionals, operating in 
a system with very weak medical and financial 
accountability for the material 
resources 

In any case, one important benefit of aiming 
for universal access to social services like edu- 
cation, water supply and health 
been the steady, and welcome, erosion of the 
inherited urban bias in these systems. 

On the debit would seem that the 
demand for rapid expansion of social services, 
along with the public employment increases 
that this accommodates, has led to much more 
rapid increases in government employment rolls 
than in the complementary inputs of materials 
and transport necessary to make them effective 
Thus in Tanzania between 1972 and 1974 there 
was a net increase in government employment 
of some 20,000, on a base of approx. 130,000 
rhis increase, together with wage increments, 
put enormous pressure on the Government’s 
recurrent budget in the mid-1970s and entailed 
reducing the relative supplies of complementary 
inputs. In effect, the overiy rapid proliferation 
of public employees charged with delivering 
social services represented investment in scarce 
human capital which remained underutilized 
because of constraints on the availability of 
complementary inputs 

Furthermore the accent on free government 


use of scarce 


facilities has 


side, it 
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Table 9. Central government expenditures and revenues (per cent of current market price GNP) 


Recurrent 
revenue 


Etatist countries 


1959/1960 
1965 
1970 
1975 


1960 
1965 
1971/1972 
1975 


Ghana 


Guinea 


1962 
1965 
1970 
1975 
1964 
1965 
1970 
1975 


Sudan 


Tanzania 


Market-oriented countries 


1960 
1965 
1970 
1975 


Ivory Coast 


1963 
1965 
1970 
1975 


Kenya 


1958/1959 
1965 
1970 
1975 


Source: World Bank data 


services has tended to reinforce the ‘depen- 
dence’ on government as the ultimate provider 
of ‘goodies’ and to slow the growth of partici- 
patory decision-making at the village level. This 
tendency was noted in the Tanzania health sec- 
tor study cited earlier, which recommended 
local contributions and user charges on the 
grounds that such local, co-operative financing 
would also strengthen the accountability of 
health workers to their client population, there- 
by enhancing local participation. Similar prob- 
lems have afflicted rural water supply systems 
in Tanzania particularly severely; lack of 
interest and commitment appears to have been 
a factor in keeping 10% of an inventory of 
water supply systems in 1975 inoperative and 
another 30% subject to sporadic interruptions 
of service, even though 98% of them were in 
sound mechanical order (Engstrom and Wann, 


Recurrent 
expenditure 


Total 
expenditure 


Development 
expenditure 


Recurrent 
surplus 


1975) fee for 
could encourage the villagers’ sense of respon- 
sibility for these systems, and enhance better 
local maintenance. It might also serve to re- 
lieve the financial constraints on supply of 
recurrent inputs like fuel. In the final analysis 
a priced but functioning rural water supply 
system is likely to yield greater social bene- 
fits than a free and inoperative one 

In general, the present limited capacity for 
operation and maintenance in many 
Saharan African countries argues against ex- 
cessively fast expansion of expensive social 
overhead capital structures requiring skilled 
maintenance. Basically, for costs to be manage- 
able and operation effective, the evolution of 
simple, low-cost, replicable delivery systems 
must precede, or, at least, accompany, the 
massive growth of social service net works 


even partial cost recovery 


sub- 
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(f) Mobilizing domestic resources 


As Table 9 shows, both étatist and market- 
oriented countries generally achieved consider- 
able their revenue-to-GNP 
ratios between 1975, 
of 60 or 
and frequently 


success in raising 
1960 and often by orders 
However, the concomitant, 


faster, growth in recurrent ex- 


more 


penditures severely constrained the growth of 
government savings, as measured by the ratio of 
recurrent budget surpluses to GNP. Given the re- 
current budget for past development 
projects and continued pressure for increased 


claims 


social services, it would be unrealistic to expect 
much of a savings dividend from the budget. In- 
deed, in several countries, unless the expansion 
of social services is accompanied by the insti- 
and much 
greater local ‘self-help’ efforts, the government 
could Significant net Nor, 
given the historical correlation between expendi- 


tution of cost recovery measures 


become a dissaver 
ture and revenue growth, can much solace be 
sought from further increases in revenue ratios 
Indeed, it may make aim for a 
target revene-to-GNP ratio and then tailor ex- 
penditure within that 
straint. Otherwise income might be progressively 


more sense to 


decisions to live con- 


diverted to an entity with a demonstrated 
record of poor incremental savings behaviour, 
namely the government 

Thus, in the the task of 


must 


next decade or so 
adequate domestic 
with parastatals and private agents 


generating 
principally 


Savings 


In the etatist countries, parastatals must assume 
a large share of the savings responsibility. To a 
great extent the measures to increase parastatal 
efficiency, 
crease their savings 
again here. Basically 
must two 
ating higher gross surpluses in the first instance 


discussed earlier, will hel 
they 


a parastatal savings strat 


need not be rehearsed 


egy embrace themes: one for gener 
and another for protecting these surpluses for 


investment finance, instead of having them 
transferred to sectors or entities which use this 
In pursuing the latter 


Vari 


finance for consumption 
aim it may be worth experimenting wit! 
ous kinds of earmarking devices 

The role for private savings is likely to re 
This will certainly be the 
market-oriented countries. In both groups of 
countries, to the extent that policy 
encourage income and productivity growth of 
(like farms and small-scale 
which combine saving and investment 
the inducements for increased effort and invest- 
ment may be enough to call forth the increases 
in savings necessary for self-financed invest- 
ment. However, it can be anticipated that with 


main larger case in 


frames 


units businesses ) 


roles 


greater urbanization the proportion of house 
holds who are not direct investors, will 
increase. Hence there is likely to be a greater 
role for financial institutions to mobilize such 
potential household savings and allocate them 
efficiently. This, in turn, will require reforms in 
financial institutions and more interest 
rate policies than have been pursued hitherto 
[see, for example, IBRD—Kenya (1975)] 


also 


active 


(g) Formal-sector wage policies 


The social costs of an overvalued wage struc 
ture and too rapid a growth in formal-sector 
real wages were analysed in Section 2. The 
wage (and slower 
but may be briefly 


benefits of a lower real 
growth) follow conversely 
recounted. First, a lower real urban wage will 
other things being equal, mean reduced urban 
rural income differentials. As a consequence the 
demand pull for rural-to-urban migrants would 
as would the associated problems 
Sec 
a protected 


with 


pur 


be reduced 
of urban 
ond, 


unemployment and poverty} 


a lower real wage should, in 


cost-plus pricing system, be associated 


lower prices for manufactured goods 


rural dwellers than would otherwise 
words implying 


agricultural incomes 


chased by 
be the case, in other 
tion in the implicit tax on 
exerted by protected non-agricultural activities 


Third 


sector 


lower unit labour costs in the formal 
competitiveness ol! 
Fourth 


corporate or 


should enhance the 


potential manufactured exports lowe! 


costs should augment 


labour 


parastatal surpluses and reduce government 


recurrent budget expenditures, thus, on bal 


ance, increasing domestic savings. In an etatist 


economy an increase in parastatal surpluses 
should not be associated with any worsening of 
structure, a 


ol private 


the urban household income possi 
bility which clearly exists in the case 
typically 


segments of the 


corporate surpluses which yield in 


richer household 
Finally 
wage employment should increase the relative 
attraction ol opportunities 
such as small enterprises and craft occupations 


come to 
distribution the lower attractiveness of 


non-wage income 
Thus, a lower real wage (and/or slower growth) 
should have unambiguously favourable effects 
on economic efficiency and growth, and a mix- 
ture of effects on income equity, though the 
latter on balance are likely to be favourable 
especially in the etatist countries 


(h) Role of external assistance 


Sub-Saharan 
favoured 


Africa has been a particularly 
beneficiary of external 
hus net inflows of concessionary 


concessional 
assistance 
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capital between 1970 and 1975 cumulated to 
$42 per capita compared to $16 per capita for 
South Aisa and $23 per capita for Latin America 
The returns from these large transfers of capital 
have been constrained by both internal and ex- 
ternal factors. The former have largely been 
dealt with in preceding pages. Some of the latter 
factors ment attention for future 
transfer programmes 

First, there have been the usual problems of 
country and project tying. While these features 
generally the real value of aid and re 
duce the recipient country’s control over invest 
priorities, they are of particular signifi- 
Africa, where external 


resource 


reduce 


ment 


cance in flows finance 


larger proportions of domestic investment than 


elsewhere. Second, and for much the same 
reason, donors need to be particularly sensitive 
to the co-ordination problems faced by the re- 
cipient country in dealing with a large number 
of donors, each with some special preferences 
for sectors or forms ol 
ordination problems are 
scarcities of administrative/co-ordinating man 
power in African Third, donors 
have sometimes helped (whether inadvertently 


assistance; these co- 


accentuated by the 
countnes 


or not) semi-autonomous these 
countries (such as large parastatals) to line up 
support and finance for projects without 
adequate screening by central co-ordinating 
Ministries of Finance and Planning with respect 
to national invesment priorities. These central 
ministries have thus been presented by fait 
accomplis on project even when the 
external finance involved principle 
allocatable according to investment 
priorities 

Finally perhaps 
donors have given insufficient 
designing projects to suit the local conditions of 
weak managerial and skill cadres and fledgling 
institutions. Providing expatriate technical 
assistance to fill obvious gaps is a partial sol 
ution, but which frequently 
More fundamental attempts to design projects 
and procedures in line with prevailing man 
power and insitutional weaknesses may be 
necessary for the least developed countries of 
Africa 


agencies in 


c hoic e 
was in 
national 


importantly 
attention to 


and most 


one goes astray 


(i) The Sahel problem 


The Sahel countries (Chad, Mali, Mauritania, 
Niger, Senegal and Upper Volta) consitute one 
of the poorest regions in the world. With the 
exception of Senegal, which has a more diversi- 
fied economic structure and a significantly 


level (US$390 per capita in 
1976), the countries are among the world’s 25 
‘least developed countries’ with per capita 
GNPs around $100 (the 1976 figure of $340 
for Mauritania is ‘distorted’ by one important 
iron ore operation). The five countries 
(that is, excluding Senegal) have a combined 
population of 20—25 million and cover a land 
area about two-thirds the size of the United 
States. While significant differences do exist 
among them, they share sufficiently -ommon 
physical and economic characteristics to justify 
treatment on a regional basis 

In essence, the Sahel countries display in 
extreme form some of the handicaps shared by 
other sub-Saharan African countries. Thus the 
Sahel region is characterized by 


higher 


income 


enclave 


(i) low and highly variable rainfall; 
(ii) soils with little nutrient content 
scarcities of educated or 
adult literacy rates are 10% or 


(i) acute trained 
manpower 
primary-school 


usually less than 20 


enrolment ratios are 


», and secondary-school 


less, 
enrolment ratios are about 2 

(iv) high transport costs because of the ter 
climate and land-locked characteristics 
high export concentration in three 
livestock, cotton and ground 


rain 
(Vv) very 
commodities 
nuts; and 

(vi) often divisive and hostile ethnic groups 
living within the framework of weak nation 


States 


The precarious ecological and economic bal 
ance was illustrated by the drought of 1968 
1973. Foodcrop production fell 


below 


between 20 
necessitating 
massive emergency imports. Export 
declined sharply, for example a 30% 
drop in cotton in Upper Volta and a 90% de 
cline in groundnuts in Niger cattle 
are estimated to have ranged between 20 and 
50% of the herds in Mauritania, Niger, Mali 
Chad, and somewhat less in Upper Volta 
thousands of moved south to 
urban centres while infant 
morbidity 
available evidence does not 
indicate a significant increase in overall mor- 
tality (Caldwell, 1975). According to Caldwell, 
‘the major demographic response to the drought 
has not been death but migration’. While the 
return of normal weather had restored agri- 
cultural production to roughly normal levels 
by 1975, the underlying problems persist 

Most of the recent studies of long-term 
development potential in the Sahel countries 
conclude that technologically it is possible for 


and 30 ‘normal’ levels, 
food 


crops 


Losses of 


and 
Tens of farmers 
refugees in 
mortality and 

Surprisingly, the 


become 


general increased 
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the region to support its projected population 
on a sustained basis (which is not, of course, to 
say that the Sahel will become a major growth 
centre).25 The key issues relate to finding econ 
omically optimal approaches and sequences to 
realizing the technological possibilities. These 
vary from subregion to subregion, but all are 
based on further development of cropping and 


livestock activities. They include 


(i) extensive and _ reorganized livestock 
breeding; 

(ii) extensive and intensive dry-land farming; 
(iii) extensive and intensive irrigated farming; 
and 

(iv) resettlement in areas from which disease 


has been eradicated 


The general conclusions of the studies indi- 
cate, first, that the potential for livestock devel- 
opment is greatest in the higher-rainfall areas of 
the south and east, or the Sudano-Guinean sub- 
region. It is however conditional on the control, 
either through animal breeding or by trypano- 
cidal drugs, of trypanosomiasis. Second, there 
is substantial potential for increasing dry-land 
crop output through both extensive and inten- 
sive farming. Substantial acreage, 
not necessarily at high technical levels, are sug- 
gested for Mali and Chad and moderate in- 
creases in acreage for Mauritania. Decreases in 
acreage accompanied by intensive techniques 
are indicated for parts of Senegal, Niger and 
Upper Volta. Third, although technically there 
is a large potential for irrigated agriculture, the 
high costs of irrigation indicate that it should 


increases in 


play a secondary role until the costs associated 


with expanding dry-land production rise to 


IN SUB-SAHARAN AFRICA 


Fourth, settlement possibilities in 
disease-eradicated areas, the 
optimism, seem to be fraught with difficulties 
that is the initial experience with 
settlement of parts of the 700,000km? area 
encompassed by the present 
(riverblindness) control programme 

To cope with the critical problems created 
by variability of rainfall the suggested long 
term options from the 
food imports, include 


similar leveis 
despite current 


at least 


onchocerciasis 


aside obvious one of 


(i) storage of excess production in good 
years, 

(ii) a greater reliance on irrigated agriculture 
and 

(iii) development of 


industry 


a grain-based livestock 


At present, all three are seen as high-cost al- 
ternatives, compared with the option of food- 
grain imports. This is another way of saying the 
objective of self-sufficiency in food poses very 
high costs, compared with organizing agricul 
ture according to comparative advantage 

Finally, a major mechanism for adjusting 
economic activity to environmental! potential 
is likely to be migration, as it has been in the 
past. Previously, this has taken the form of 
semi-permanent migration to coastal countries 
principally the Ivory Coast, as well as the sea- 
sonal movements of nomadic herdsmen. In the 
future there may be a greater need for non- 
seasonal migration amongst the Sahel countries 
from zones of particularly poor agronomic po- 
tential to ones better off. The extent to which 
such movements are accomodated by political 
and cultural factors remains to be seen 


NOTES 


1. There is a venerable and erudite literature on 
whether ‘feudalism’ is a relevant socio-economic cate- 
gory for the analysis of African social and economic 
history. To the amateur reader, the present summary 
position on the debate suggests a substantial conver- 
gence amongst conservative (such as Duignan and 
Gann, 1975) and radical writers (like Goody, 1971) 
on the point that the absence of land scarcity in pre- 
colonial Africa together with low-technology, shifting 
cultivation practices were the crucial differences, 
which precluded the evolution of European-style 
fuedalism. The exception was Ethiopia, where land 
scarcity, sedentary agriculture and the adoption of 
the plough all combined to create a land-based no- 
bility living off the surplus generated by serf-like 
tenants 


2. One such example, given by Rodney (1972), re- 
lates to the active coastal canoe trade between the 
‘Ivory Coast’ and the ‘Gold Coast’ which was forcibly 


and deliberately disrupted by the Portuguese by their 
fort at Cape Three Points, past which the coastal 
canoes had to ply 


3. This would appear to run counter to the Ger- 
schenkron thesis (1965), which sees technological 
backwardness as an opportunity for rapid ‘catching 
up’ by the laggards via the innovations achieved in the 
‘leader’ nation(s). Rodney’s (1972) argument is that 
African societies of this period were not in a position 
successfully to borrow more advanced technology be- 
cause ‘the most dynamic groups over a great area of 
Africa became associated with foreign trade (and) 

the trading groups could make no contributicn to 
technological improvement because their role and pre- 
occupation took their energies away from production’ 
(Rodney, 1972, Chap. 4). A somewhat similar, anti- 
Gerschenkronian view is advanced by Andreski (1968, 
p. 36) in relation to modern Africa, when he attributes 
many of its development difficulties ‘to the tendency 
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to jump the stages’ in social and economic develop- 
induced by Africa's rather abrupt entry into the 
modern economic world 
ciled with Gerschenkron’s (1965) « 


ment, 


These views can be recon 


ptimistic interpre 
tation of European economic development if one be 
heves that technological disparities may spur ‘catching 
ip’ in the backward economy if the gap is not too wide 


(and certain other favourable conditions obtain), but if 


the ‘technological gap’ is very large, then the effects of 


contact on the lagging economy may indeed by ad 


verse 
4. See Kamarck (1971), Duignan and Gann (1975) 
and Turnbull (1977) 


the 1880s, the 
tiny 


respectively , 


Thus, in sugar 


from the 


exports of and 
Mauritius and Sao 
that of 


islands of 
were almost equal to 
1975) 


Tome 
Nigeria (Duignan and Gann 
6. Such companies included the Royal Niger Com 
pany, the Imperial British East Africa Company, the 
British South Africa Company, the Deutsch-Ost 
afrikanische Gesellschaft, the Deutsch Kolonialgesell- 
the Societe de Haut-Ogooue, the Compagnie de 
l'industrie and the 


schaft 
Congo pour le Commerce et 
Comite Speciale du Katanga 

occurred the dramatic 


Basically, what that 


ion in transport costs brought more resources 


was 


land and labour into productive use and generated 


a marketable surplus over and above the ongoing sub 
This is essentially a ‘vent-for-surplus’ 
view of the expansion in trade (Myint, 1971) 


sistence activities 


8. Thus the draft animals drawing artillery in the 
1890s Italian invasion of Ethiopia may have brought 
rinderpest to Africa, which then across the 
eastern coast of Africa, killing millions of cattle. The 
explorer Stanley's 1887—1888 trek from west to east 
Africa is credited with the transfer of sleeping sickness 
resulting in a prolonged epidemic 
over 


swept 


from west to east 
around the shores of Lake Victoria, which may 
have accounted for 250,000 deaths 


14) 


a decade or so, 


(Kamarck, 1971, p 


9. South Africa is excluded from this discussion; it 
soon became a special case of a settler nation which 
developed imperial ambitions of its own 


10. For detailed analyses of these policies, see Smith 
(1976) and Leys (1974) 


11. It is interesting how conservative economists like 
Bauer find so much common ground with radical 
analysts like Leys, on the extent to which the colonial 
state apparatus was deployed to serve the economic 
interests of the settler groups 


12. The contrast with East Africa is striking. In 
the African territories of Kenya, Uganda and 
Tanganyika, the leading firm of Gailey and Roberts 
controlled 4% of the import trade in the 1950s, 
whereas in Nigeria and the Gold Coast the United 


East 
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Africa Company controlled between 35 and 40% of 
imports during the same period (Kilby, 1975, p. 491) 


13. Anyone who has lived in a tropical country should 
have little difficulty in agreeing with this statement 
For a more authoritative citation, the 
(1957). The extreme cold which is en- 
countered in temperate climes human 
But little occurs in 
nments and it is a 


reader is re 
ferred to Lee 
also affects 

agricultural activity 
during winter more 
feasible proposition to design climate control around 
the spatially centralized, non-agricultural activities 
the leading sector in tropical African 


cannot be air-conditioned! 


Capacities 


these envir 


But agriculture 
countries 


living in 
1960 


14. Below are percentages of population 
urban African countries in 
(from World Development Indicators, 1978) 
Ghana 32 Kenya 11 
Guinea 20 Malawi 6 
Sudan 13 
Tanzania 7 
This compares with average urbanization levels of 61 
for Latin America, 29% for Asia and 21% for 
South Asia 


areas in selected 


Ivory Coast 2 


Last 


15. To varying degrees, Somalia, Sudan and Ethiopia 
were exceptions to this generalization 


16. This phenomenon was particularly pronounced in 
Fast Africa it should be remembered, indus- 
trialization during the colonial period started earlier 
than in West Africa 


where, 


17. Usually, such etatism was associated with deliber- 
ate efforts to encourage ‘African socialism’, a philo- 
sophical viewpoint which attempts to combine the 
traditional, European concepts of socialism with pre- 
colonial African concepts and practices of labour- 
sharing and communal access to land 


18. Kenya, though a market-oriented country, also 
attempted to ‘force’ the pace of industrialization with- 
in the common protective policy of the East African 
Common Market 


19. Killick (1978) draws a very explicit link between 
the ideas of these development theorists and the devel- 
opment strategy choices of the Nkrumah years 


20. The factor cost data are preferred for constant 
price estimates because of the internal discipline ex- 
erted on the data from having to build up the GDP 
total, industry by industry 


21. It must be emphasized that in 1975 rural Tan- 
zania was still suffering from the ‘backwash’ of the 
1973—1974 droughts and the villagization programme 
launched in 1974, both of which impinged dispropor- 
tionately on poorer rural regions; so the ‘normal’ intra- 
rural distribution should be better 
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The estimates of income shares by groups are 


Lowest 40% ‘Middle’ 40% Top 20% 


Chenery et al. (1974), 
for 1970 10.0 

IBRD-—Ivory 
Coast (1975), for 
1973/1974 


32.1 57.1 


19.7 28.7 51.6 


23. It needs to be emphasized that in the search for 
plausible generalizations, distinctions between these 
two groups of countries are, sometimes, deliberately 
sharply drawn 


24. It should be pointed out that these village settle- 
ment schemes grew out of the recommendations of an 
IBRD country study of Tanzania conducted in 1959 


25. The estimate for Tanzania excludes most of the 
investment expenditures on the TanZam railway. Had 
they been included the share of agriculture in Tan- 
zanian public investment would be significantly lower 


26. There was, of course, enormous variation across 
countries. Thus, for example, Ghana, Sudan and 
Ethiopia, were much better off with respect to trained 
Africans than Tanzania, Malawi and Zambia. 


27. Sometimes this choice was foreclosed by the pre- 
cipitous departure of the colonial power, as in the 
formerly Belgian Congo 

more East 


28. This stylized version is suited to 


African countries than the West African ones 


29. There might be a quantum increase in such poten- 
tial if ongoing research on an anti-try panosomiasis vac- 
cine and on methods to propagate sterility in male 
tsetse flies, bears fruit. In the meantime the essential 
requirement is for sufficiently rapid and dense human 
settlement in virgin land areas to eliminate and prevent 
regrowth of the trees and bush which provide a habitat 
for tsetse 
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Higher Education and Social Redistribution in a 
Socialist Society: The Chinese Case 


GORDON WHITI 
Institute of Development Studies, University of Sussex 


Summary. 


social opportunities by redistributing access to higher education 


[his paper examines successive attempts by the Chinese government to equalize 


There has been considerable 


success in improving the social position of labouring class children, partly at the expense of pre 


revolutionary elites, but the impact of redistributive educational policies has fallen short of 


leadership intentions 
definitions of fairness and equality 


the political struggle among established and emergent social strata 
the post-Mao era can be seen as mechanisms by which two strata 


The main constraints are the ideological ambiguity caused by competing 
the policy clash between equality and modernization, and 


The educational reforms of 
officials and intelligentsia 


are asserting their ideological and material dominance over social reproduction 


INTRODUCTION 


Within the general area of discourse on prob 
lems of distribution and development, some of 


the most politically and intellectually conten 


tious questions concern the distributive impact 
educational Given the im 


of formal systems 


portance of education as a channel of social 
mobility in 


societies, to what 


industrialized and industrializing 
extent can governments ma 
nipulate the educational system so as to redis 
opportunity (and thus 


between individuals 


tribute social power 


prestige and income) 
Strata and classes in favour of 
advantaged groups? What is the trade-off be 


tween the social benefits of such redistributive 


formerly dis 


policies and the effectiveness of the educational 
system in selecting talent and generating devel 
opmental skills? What are the constraints on re 
distributive policies imposed by the power dif 
ferentials generated by unequal social systems 
of various kinds? 

Research reports on a number of 
Third World suggest 
that formal education is to a large extent the 


non- 
socialist countries in the 
prisoner of its social matrix, i.e. in the absence 
of and often in spite of 
mental counter-measures, it 
inforces the existing structure of social inequal 
ity.! This phenomenon is particularly 


Since senior high 


strong govern 
reproduces or re- 


visible 
at higher educational levels 
school and college credentials are an essential 
precondition for joining the new administrative 


technical and professional elites a passport ti 


power and privilege — higher education becomes 


a social terrain \ h existing and nascent 
dominant classes and elites attempt to contr 


These structural realities have bred pessimism 


among development analysts over the abil 


governments to use education as an 
mechanism of social redistribution 
socialist strat 


Governments implementing 


egies of development, in both Marxist —Leninist 
forms 1 shown 


and non-Marxist 
articular sensitivi o the relationship between 
articular sensitivity to the relationshiy t 


social redistribution and economic growth, given 


the importance of egalitarian ideas of various 
types within the socialist tradition. In countries 
which I shall call ‘state socialist’, the formal 
educational system is the major path of social 
mobility since most alternative routes are elim 
inated by the process of socialist transformation 
rhe fact that governments in these countries ex 
ercise direct and pervasive political and adminis 
trative controls over education, moreover, leads 
one to be more optimistic about their capacity 
to use education as a redistributive mechanism 
Clearly the role of 
a political issue of considerable import 
In the Soviet Union, for 


example, the struggle for access to higher edu 


distributive education has 
been 


ance in these societies 


cation between contending social groups and 
the intermittent attempts by members of CPSI 
leadership to use education as a redistributive 
mechanism have recurring feature of 
politics since the October Revolution 


been a 


149 





150 WORLD DEVELOPMENT 


Given the Third-World 
buntries 


institutions it is 


increasing number of 
adopted state 
important to examine the 
which they have tackled the 
education and 
I shall analyse the 
Party 


educational 


which have socialist 


specific ways in 
between social re 
this paper 
the Chinese Communist 


relationship 
distribution. In 
ways in which 
(CCP) has attempted to use the 
system as a redistributive 


the Liberation of China in 


mechanism over the 
three decades since 


1949. My 


successful the CCP has been 


central concern is to inquire how 


in achieving equal 


ity of social opportunity for Chinese citizens by 


restructuring access to education. More specific 


investigate tour first 


much importance has the CCP attached to 


ally, | shall questions 
how 
redistributive educational policies over time and 
they 


their policy aims; second 


what methods have adopted to achieve 
have the redistributive 
and developmental elements of educational pol 
icy proven compatible in practice; third 
successful has the CCP been both in rectifying 
oppor 


new pat 


how 
the pre-revolutionary inequalities of 
tunity and in 
terns of stratified privilege and disadvantage in 
fourth 
constraints which have conditioned the impact 


preventing the rise ol 


the new socialist society what are the 


yf redistributive policies and how are these re 
lated to the nature of China’s state socialist so 
cial formation? The answers to these questions 
should provide fruitful material for comparison 
both in the 
with 


with other state socialist systems 
Third World Eastern Europe, and 
other developing countries which have different 
social systems but similar redistributive aims 


and 


For reasons of analytical convenience and 


data availability, we shall limit the focus of our 
inquiry to the process of occupational recruit 
ment, leaving aside the question of political 
mobility notably, the recruitment of 


party Moreover we are 


(most 
cadres) interested 
primarily in elite recruitment, i.e. the ways in 
which members of rising generations have been 
selected to fill the higher layer of technical and 
professional roles, the new State intelligentsia 
This level of recruitment has been based largely 
on performance in the formal educational sys 
tem and has depended ultimately on access to 
higher education. Thus I shall concentrate on 
the question of access to colleges and univer 
sities 

In selecting people for training as skilled pro- 
fessionals, the Party has relied primarily on the 
criterion of ‘talent’ (cai) measured (until the 
Cultural Revolution at least) by performance in 
formal examinations. This criterion reflects the 
priority attached to rapid economic 


and technological modernization and 


general 
growth 


the need to make efficient use of the differential 
aptitudes of the population. On the 
the CCP has attempted to redistri 


Chinese 
other hand 


to education through the ‘class line’ 


a principle of positive or negative 


bute acces 
(jieji i ian 
recruitment ac 


discrimination in educational 


cording to a person's class status or class origin 


We shall | 
distribute 


concerned with this effort to re 


portunity between social classes or 
Strata (in contrast, say, to questions of gender 
or ethnicity) 

‘talent and class status 


different 


These two criteria 
or background represent 
of ‘egalitarianism’. Each 


principle of differential 


concepts 
criterion embodies a 
access for competing 
social strata and classes. Selection on the basis 


of ‘talent’ is in theory egalitarian since the 


norm is universalistic; in practice, however, it 
has inegalitarian implications since certain (al- 
ready well-situated) sectors of the population 
are better 
petition. We 


tarianism he ‘class line’ represents an alterna 


placed to succeed in academic com 


shall call this ‘meritocratic egali 


tive principle which we shall call ‘redistributive 
reflecting the CCP’s 
improve the life-chances of 
post-revolutionary 
offspring. The other side of 
mainly 


egalitarianism’ commit 
ment radically to 
both pre and 


their 


labouring 
classes and 
this 
directed against the offspring of the pre-revol 


coin is discrimination 


negative 


utionary ‘enemy classes 


These competing principles and their differ 
On aspiring new generations have 


political con 


ential impact 
been a source of tension 
flict and ideological debate at all levels of so 
ciety Liberation. CCP 
agreed over the relative importance of ‘talent 
and and certain 
population have reacted vigorously to the pat 


$Ocla 


since leaders have dis 


‘class justice’ sectors of the 
terns of advantage and disadvantage embodied 
theoretically in each principle and implemented 
through 

cruitment 
and in 
has been a particularly important focus 


official decisions on educational re 
In consequence, educational recruit 
ment particular access to higher edu 
cation 
of political conflict between and among Party 
shall examine 
political 


1949—1959 


leaders and social 
these policy 
during three main periods 


1966 and 1966-1979 


groups 4 We 


issues and processes 


1960 


THE PHASE OF POST-REVOLUTIONARY 
REDISTRIBUTION: FROM LIBERATION 
lO THE GREAT LEAP 


The CCP leadership identified the educational 
system as a major instrument for redistributing 
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social resources and opportunities immediately 
after they came to power in 1949. This basic 
goal was clearly expressed in the report by the 
then Vice-Minister of Education, Qian Chunrui, 
in his report to the First National Conference 
on Educational Work held in Peking in May 
1950 


In the whole nation, 80% of the population is com 


posed of workers, peasants and broad masses and 


their sons and daughters are still basically shut out- 


side the doors of the schools. To resolutely change 


these conditions and to cause the various types 


of schools to open their doors to the sons and 


workers, peasants and broad 


that can no longer be 


daughters of the 
masses is something post 


poned 


essential 
politi 


Ideologically this was seen as an 
part of the social meaning of revolution 
cally it was important as a means to redress the 
social imbalance of and thus help 
consolidate the social basis of the new regime 
The educational 
rested on official class categories [called cheng- 
fen, lit. “(social) components’] promulgated in 
a set of regulations issued in 1950. The 
lations divided the Chinese population aged 18 
and over into sectors, theoretically founded on 


the means of production and 


expertise 


‘class line’ in recruitment 


regu 


‘how 
how they carry on production’ and practically 


men own 
determined by the source of a person’s income 
1949. The significance of 
‘class’ categories extended beyond broad classes 


‘capitalist’) to in 


for 3 years before 


as such (‘worker’, ‘landlord’ 
clude strata within classes (‘rich peasant’ 
groups (notably 


‘poor 
peasant’), occupational ‘free 
professional’ and ‘employee’) and personnel in 
the revolutionary state machine (notably ‘revol 
utionary cadres’® and ‘revolutionary soldiers’) 
‘Class’ is thus a shorthand term for a more com 
differentiation. People 


plex concept of social 


under the age of 18 were not assigned a class 
Status; they derived their class origin (chushen) 
from the class status of their parents (usually 
of the father as ‘family head’).’ 

The ‘class line’ took a number of 
the early 1950s: special educational 
for worker-peasant cadres and Party 
(notably the ‘worker-peasant 
middle schools’ which were comparable to the 
Soviet Russian rabfak of the 1920s and were in 


forms in 
facilities 
members 
short-course 


tended to train a new stratum of ‘working-class 
intellectuals’ for speedy admission to college) 
spare-time education for workers and peasants; 
basic literacy programmes and measures to pro- 
vide preferential access for children from worker 


peasant families to the regular educational sys- 


senior-middle 
Beginning in 


tem, notably its higher levels 
school and university or college 


REDISTRIBUTION 


1950, special applicant were 
singled out for preferential admission to tertiary 


‘revol 


categories ol 


including industrial workers 
‘revolutionary 


education 
utionary and 
with at least 3 years work experience 
the latter 
Strict academic criteria were not to be applied 
section 5 of 
issued by the central Ministry of Education de 


cadres’ soldiers 
most of 
were former peasants 


two groups 


in these cases the regulations 


creed as follows 


| These categories] should be judged leniently for 
acceptance, even though their [exam] results may 
be slightly below par 

Beginning in the autumn of 1952, moreover, a 

scholarship system was established for univer 

exempting all students from 

One of the 


was the 


sities and colleges 
residential 
this 
financial 


tuition and expenses 


motives behind scheme desire t« 


decrease the burden of higher edu 
cation for poorer families 

As the ambitious modernization programme 
First Five-Year Plan 
1957) got under way the educational 


train the 


embodied in the (1953 
however 
system was geared up to requisite 
Vaiues re 


Though 


specialized manpower and academic 

ceived more emphasis in consequence 
the principle of preferential admission to col 
lege was retained, it was made subject to stricter 
In the 1953 


preference 


academic demands college enrol 
ment 
given to the 


student’s | 


only to be 
| the 


admission 


regulations was 


favoured categories ‘when 


exam results reach the 


standards laid down by the subject he or she 


is applying for’. The 1955 regulations tightened 
further, stipulating 


favoured groups could only be 


the academic even 
that 


‘when 


SCTCW 
admitted 
results are the 


applicants’ 
on the ‘worker 


Same Or 


10 The 


their [exam] 
those of ordinary 


brought 


close to 
trend 
short-course 


Same pressure 


peasant middle-schools’ which 
found it increasingly difficult to maintain what 
the regular school system defined as adequate 
academic standards.'' Enrolment 
halted in 1955 by a directive from the Ministry 
of Education and Higher Education which de 
that ‘unorthodox’ special-purpose 
institutions were ineffective in achieving either 
their educational or their redistributive aims 

meant rheir laudable 
entrusted to the regular edu 


approached in a 


was finally 


clared such 


more haste less speed 


goal was to be 


cational system and more 


‘regularized’ fashion.'* This of ‘reg: 
larization’ and academicization of the 
system meant that the existing corps of intellec 
increasing influence 
notably a small body of college 
many of whom had 


process 


school 


tuals exerted over edu- 


cational policy 
and 


lecturers professors 
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As a 


radical 


een educated abroad before Liberation 


group, they committed to 


were not 


redistribution as a 


Key goal of educational 
policy and were clearly instrumental in blunting 


{ such policies during the mid 


transition |! n a post-revolutionary 
ass struggle and socio-political re 
stability 
1956 


a blander phase and 


formalized in when 


8th National ¢ 


ongress 


mh Was DasSically OVeT 


n 20.5 n | 
in 1956 and to 34.1 
rhis reflected partly the increasing 


working-class pupus gaining access t 


lerabdie progress een made 


worker-peasant college students 
proportion of the 
Emerson estimates 


was one llege place 

j an families and one for every 
1800 rural families. '* 
ire lacking 


were itaring 


and 


Though precise statistics 
it is clear that non-manual 


considerably better than 


Strata 


urban workers’ families consider 


than their peasant counterparts 


manual 


extent that the class line proved 


effective, however, it met with strong resistance 


from educational professionals which found 
yn during the Hundred Flowers 
Movement in 1957. University 
them non-Party 


class criterion 


public expressi 
spokesmen 
most of intellectuals 
that the 

education 


incompatible with the ‘socialist principle 


argued 
that 
was 
that 
regard 
differences). The they 
was ‘prejudiced and discriminatory’ 
A rep 
resentative at a public meeting in Hunan prov 
called for the abolition of ‘preferential 
selection on grounds because it en 
couraged ‘dependent’ and ‘elitist’ 


which demanded 


‘serve the workers and peasants’ 


education should ‘serve the people’ (i.e 


less of class ‘class line’ 
maintained 


and had lowered academic standards.'* 


ince 
class 


attitudes 


There was also some discontent in the middle 


schools on the For example, students in 
Suzhou’s No. | Middle School called on the 


nt ‘to rescind the ruling on the direct 


issue 


govern! 
nto universities of! from 


isant short-course middle schools’ 


graduates 


7} ] 


ideological leve 


re general non 
ectuals argued that pre-revolutionary 
} ; 

l 


ries had become obsolete and shoul« 


1 to decide 


n the Mac 


tment 


the future of the 
Zedong (Mao Tse 


based 1 Cl created a new 


new 

Tung) 

nequality ‘man-made 

ndividuals 

| disadvantage 
CIpi« 


ogan t 


tuais 
protect 

iren against ym petition 
peasant 


ywers de 


than soci 
that ‘class analysis w 
ised as a tool to institutio 
vantages a new priviie 
ffspring, notably Party c: 
authoritative 


apparatus 


Party 
throughot ne 


mbers in positions 
both military 


state 
1 middle-level 


Most higher- and 
claim to the 
‘revolutiona ‘ - OF 
ind their 


ind CiVii 


ificiais could lay ‘class’ status of 


‘revolutionary soldier 
these 
to claim advantages in education 
Their 
among the non-Party intelligentsia resented this 
bitterly 


children could cite glorious 


‘class’ origir 
elsewhere 


recruitment and opponents 


children of revolutionaries 


some y ith are the 
with no skill or contribution at all. But they are 
arrogant and want to secure benefits for themselves 
on the yunds that, in their words, “My 


, » ; 
OTigin is ZooG 


| class | 


I'm a revolutionary child!*!® 


In 1957, the Party counter-attacked with a poli- 
(the Anti-Rightist Movement) 
critics as “bourgeois rightists 


tical Campaign 
branding 
The Party leadership saw a radicalization of the 
to counteract the poli 
ability of the intelligentsia generally 
and university students in particular, which had 


apparent during the Hundred Flowers 


class line as necessary 


tical unreil 


become 
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Ihe latter were infected by ‘bourgeois ideology’ 
it was claimed, because they came from non- 


proletarian families 


influenced by 
Among the so-called ‘dregs’ dis- 
(Anti-Rightist) 
the great majority were students from 


Some students have been deeply 
bourgeois thought 
covered in colleges during the 
Movement 
exploiting-class families. This cannot but furnish 
hand, worker 
peasant students have generally maintained a clear 
I 


us with a lesson. On the other 


class stand and high political consciousness 


Hundred Flowers appeals for (meritocratic) 
‘equality’ 
Pleading by 


view ofl 


were denounced as disguised special 
privileged groups. The 
Party 
into 


previously 
maintained 

took 
and cultural 


equality P 
redistributive and 


correct 
spokesmen, was 
account the continuing economic 
disadvantages of the labouring classes 


Ihe government has decreed some concrete poli 
cies to facilitate and speed up the transformation 
of the poverty and backward cultura! level of the 
such as running worker 
short-course middle 


schools to open their 


workers and peasants 


peasant schools, arranging 


for higher-level doors to 
workers and peasants etc If you say this is 
class privilege’, | reckon that this type of 
privilege’ is right and proper. It is 


of our revolution and one of the necessities of our 


class 

one of the goals 
revolution.!* 

The official media stressed the need to produce 


more intellectuals’ and claimed 
that 


opened 


‘working-class 
colleges and universities had not yet 


wide enough’ to admit 
Workers and peasants 


they argued, but 


their gates 
worker-peasant students 
were 80% of the population 
they only had 34 
lagged 
bourgeoisie’. In the past 


of college places and thus 
behind ‘the bourgeoisie and the petty 
college officials had 
one-sided understanding 


shown ‘a persistently 


of the significance of raising academic quality 
and had ‘neglected the need to give special con 
cern and assistance to worker-peasant students’ 
Leading Party intellectual Moro (Kuo 
Mojo) published an article in which he de 
fended the class line and maintained that it had 
not gone far enough.'? He pointed out, for 
example, that the higher one went in the aca- 
demic hierarchy, the percentage of worker 
peasants dropped: as of September 1956 
34.4% of college students 
peasant status or origin, they were only 
of all research mere 6% of re- 
search fellows in the prestigious Chinese Acad- 
emy of Science. In fact, Guo pointed out, since 
over 40% of the last group came from former 
landlord or capitalist families, how could the 
CCP be accused of ‘discrimination’? 

In late 1957, the Party’s main organ, the 


Guo 


while 
worker- 


Fe 


were ol 


fellows and a 


REDISTRIBUTION 


People’s Daily, called for a radicalization of the 
principle of class-based ‘preferential enrolment 
20 Instead of the 


which 


in college admissions policy 
criterion of ‘equal treatment 
worker-peasant students to reach the same aca 
demic other applicants before being 
eligible for preference, they should be admitted 
if they met ‘minimum standards’. They should 
also receive more special attention after enrol 


required 


level as 


ment, such as separate classes, special guidance 
and financial subsidies. ‘Quality’ was not simply 
an academic concept, argued the People’s Dail) 
but a combination of political and intellectual 
This policy 
formalized in the revised regulations for college 
These stipulated 


students 


dimensions new emphasis was 


enrolments in 1958 
certain percentage ol 
mitted through 
aminations 
principle 
general 


could 
‘recommendation without 


thus radically contravening 


‘talent 


according to academic 


worker-peasant applicants 
t 


moreover 
other students 
some 


worker-peasant preparatory classes 


were to be admitted before 


without requiring equal marks colleges 
established 
to bring them up to scratch before they began 
Partly in consequence of 


their formal studies 


yverall ratio of worker 
Students in tertiary 


1958—1959: to 48 of 


these measures, the 


institutions rose 


peasant 
dramatically in total 
enrolment and 62 yf new entrants 

Table 1 provides an overview of 
total 


students in institutions of 


nanges 
enrolments and ratios of worker-peasant 
higher education 
during the 1950s 

1950s was a policy 


Though the period of 


ambiguity and fluctuation, there was consider 


able progress in drawing youth from worker 
peasant families into higher schools. One should 


be careful not to oversimplify this trend and 


Table 1. Total college 
students from worker-peasant families 


enrolments and percentages of 
195 ] 1959 
Percentage of 


Year Enrolments worker-peasant students 


1952 
1953 
1954 


153,000 19.1 
191.000 
212.000 


20.5 
21.9 
253.000 

288.000 29.0 
403,000 34.1 
441.000 36.3 
660.000 48.0 


Sources: State Statistical Bureau, Ten Great Years 
(Beijing: 1959); Chu Yiian-cheng, ‘Scientific and en 
gineering manpower in Communist China’, in Joint 
Economic Committee of U.S. Congress, An Economic 
Profile of Mainland China (Washington: 1968), p. 529 
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verestimate the impact of specifically redis 


tributive policies. The 


worker-peasant students was partly a reflection 


increase in the ratio of 


of general increases in tertiary enrolments: for 


c 


example, the massive expansion of 1956-19 


entrants produced a 5.1% rise in worker-peasant 
no special measures were used to 
1956 intake. Similarly, the 
1958 part of an unpre 


students yet 
favour them in the 
leap of 11.7 in 
cedented increase in available places at the ter 
Such rapid expansions meant that 


even when special measures were implemented 


was 
tiary level 


there was still consider 
former 


to further the class line 
able the children of 
families who were culturally better prepared to 


scope for elite 
survive the rigours of the examination system 
whose talents were sorely needed in the 
programme. Though they 
their parents and teachers complained about 
‘discrimination’ extent 
very limited and much of their criticism can be 


and 
modernization and 


its real was probably 
put down to special pleading and defence of 
Thus the statement by 
student in a 


established privilege 
a Shanghai university 
the class issue is not far off the mark 


debate on 


The state tries its best to educate an intelligentsia 
of workers and peasants, but it has not exploited 
the landlords and capitalists by taking away from 
their children a right to education. There has been 
no sectarianism.?! 


In the game of college enrolment, this was a 
period of positive-sum 

rhe redistributive achievement of the period 
dramatic 
siders the relationship between the pattern of 
recruitment and the nature of 
higher education. As Moro 
pointed out, aggregate figures on increasing 
ratios of worker-peasant students concealed the 
fact that such students were more likely to be 
admitted to lower-quality insti 
tutions — provincial rather than national univer 
polytechnics rather than 
short- rather than long-course institutions, less 
rather than more prestigious disciplines. Thus 
for example, only 57.7% of the new students at 
prestigious Nanjing (Nanking) University were 
worker-peasant compared with 86% at the less 
famous Nanking Aviation Institute. This said 
however, it must be noted that the percentage 
at Nanking University did increase by 25 
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appears less moreover, when one con 


class stratified 


Guo and others 


lower-status 


sities universities 


over 


The redistributive element is further moder- 
ated by three other factors; first, a certain per 
centage of worker-peasant students were mem- 
bers of a kind of ‘proletarian elite’ of Party 
workers, labour models or ‘advanced producers’ 


who were granted access to higher education as 
a reward for their political reliability or exem 
plary work performance 
of the worker-peasant 
widely-publicized ‘preparatory 
lege entrance established in 1958 were members 
of the Communist Party or Youth League and 


For example, 93.5 


participants in one 


course’ for col- 


many were ‘advanced producers’, ‘advanced 


workers ‘activists in socialist construction’ 
: - 
Party members the like. 


urban industrial workers seem to have 


‘outstanding and 
Second 

benefitted much more than their rural counter 
parts. Third, many students admitted to college 
under the fact 
former workers and peasants currently working 
other 


‘worker-peasant’ label were in 


as political or administrative cadres. In 


cases, people claimed to be ‘workers’ or 


‘peasants’ when this was not strictly true — for 
example 
be ‘peasants’ because they lived in the country- 
, 24 | 


| 


rural school teachers who claimed to 


lus the percentage of ‘real’ workers 
ind peasants (especially former poor peasants) 


was 


side 
much smaller than the aggregate statistics 
suggest 

even this limited 
provoked 
period we 


As we have seen, however 
redistribution 
hostility and conflict. In this early 
can discern the emergence of the major 
social protagonists contending over the issue of 


the one side, the urban 


amount o!f conscious 


two 


college enrolment: on 
(primarily non-Party) intelligentsia 
mostly former middle- or 
families and were overwhelmingly committed 
to the ‘talent’. They 
could defend this as a ‘fair’ principle of allo- 
argue that it was developmentally 
avoid waste of talent and 
funds. Implicitly, the principle 
their interests. On the 
other side were the political and administrative 
cadres in the post-revolutionary State machine 
overwhelmingly recruited from worker-peasant 
families both before and after Liberation. They 
supported the class line and political criteria 
in general they and their families 
stood to benefit from it and because they saw 
it was a just and revolutionary means to benefit 
thei brethren, the ordinary 
workers and peasants. This cleavage was reflected 
in policy disagreements within the CCP leader 
ship between more revolutionary elements who 
wished to continue policies of social redistri- 
bution into the period of socialist construction 
and were suspicious of the intelligentsia, and 
more ‘developmentalist’ leaders who were sen- 


who were 


from upper-class 


criterion of academic 
cation and 
essential t scarce 
educational 
social 


favoured own 


because 


class masses of 


sitive to the intelligentsia’s central role in the 
modernization programme and thus supported 
more conciliatory policies towards the non 
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labouring strata, including stress on 
academic quality and a more gradual approach 
to redistribution through the class line. These 


social and political divisions were to 


greater 


become 


clearer over the next two decades 


3. EDUCATIONAL 
ZERO-SUM GAME: THI 
CULTURAL REVOLI 


ACCESS ASA 
PRELUDE TO THI 
TION, 1960—1966 


tension be 


1960 1966 


role of 


and the 
the education 


Between 
tween the 
instrument ofl 


system as an 


social selection according to 


mechanism for social redistri- 


‘talent’ and as a 
bution became more acute 
following the Great Leap and the Soviet Union’s 
abrupt withdrawal in 1960 slowed the momen 


[he 3-year recession 


tum of modernization. Economic constraints 
meant less places in colleges and less jobs for 
college graduates. The CCP began the decade 
by attempting to rein in the rocketing enrol 
ments of the late 1950s. Total college enrol- 
ments dropped from a peak of 965,000 in 
1960—1961 to 819,000 in 1961—1962 and to 
695,000 in 1965—1966 

Contrary to the pattern the 
1950s, most senior-middle graduates 
could no longer expect to get into college as a 
matter of There was also a decline in 
the attractiveness of jobs available for educated 
youth. Senior-middle graduates 
failed their college-entrance exams could no 
longer expect to secure a reasonably comfort- 
white-collar) and well-remunerated 
College graduates could no longer 
their degree as a guarantee of pres 
professional occupations in the big 
the decreased demand for 
skilled manpower, the reorientation of devel 
opment strategy towards agriculture and the 
vast increase in the number of graduates caused 
by the massive enrolment expansion of 1958 
1960. Between 1961 and 1966, an average of 
158,000—230,000 graduated each year 
pared with 93,000 during the preceding 6 years 
The combination of raised expectations and de- 
creasing educational and occupational oppor 
tunity increased the intensity of social compe- 
tition and the level of anxiety among aspirant 
sectors of the population. As competition in- 
creased, the class line became a more sensitive 
issue since class origin provided a competitive 
edge or handicap which could make the dif- 
ference between success and failure at higher 
levels in the educational system. These tensions 
were reflected in the Party where the leadership 


established in 


school 
course 


school who 


able (i.e 
urban 
rely on 
tigious 
cities, 


job 


because of 


com- 
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increasingly disagreed about the choice of 
criteria for educational mobility 
During 1960—1963, the Party 
strove to pull the country out of 
through a general programme of 
rationalization and political demobilization 
Stable modernization and efficiency 
once again became the overriding official goals 
‘Talent’ 


measure of 


' 
leadership 
recession 


economic 
economic 


reinstated as the almost exclusive 


advancement. In 


was 
educational such 
a context, stress on the class line was irrelevant 
even obstructive. Class-based inequality of ac 


cess to education tended to be viewed as a 
historical problem which could only be solved 
in the long term and was not a prime priority 
for the current policy agenda 
annual university enrolment 
1960 to 1963 did not mention 
and the literature surrounding the enrolment 


process was largely silent on the issue 


In consequence 
regulations from 
the class line 


The renewed dominance of academic criteria 
and ‘quality’ education accelerated the tend- 
encies towards ‘academicization’ and ‘pyramid- 
ization’ which had already made their appear- 
the mid-1950s. ‘Academicization 
number of the tendency 


ance in 
involved a processes 
to define academic study as the almost exclus- 
ive function of formal education and academic 
achievement measured by formal examinations 
main output; the use of theoretical 
scholastic curricula geared to exams leading to 
higher education; evalu- 
in terms of their ratio of suc 


as its 
successively levels of 
ation of 
cessful candidates to higher schools; profession- 
alization of teaching staffs and the requirement 
that they be able to 
autonomy free from ‘outsider’ (i.e. Party) inter- 
ference; the socialization of students, implicitly 
or explicitly, into a social ideology emphasizing 
the modernity, expertise 
‘talent’ and achievement and the crucial import- 
‘Pyramidization’ was 
a complex structural process producing differ- 
ent hierarchy. The logic of an edu- 
cation pyramid culminating in tertiary training 
for the lucky few created objective and subjec 
tive distinctions between regular full-time and 
types of ‘irregular’ 
‘people-run’ or ‘half work—half study’ schools) 
between general middle-school education 
(which could lead to colleges) and middle-level 
vocational education which terminal 
led directly to jobs); between special ‘key-point’ 
schools (with favoured faculty and 
and ordinary schools; between schools which 
informally or formally, were ranked in terms of 
their ‘fame’ (in the case of colleges) or (in the 
case of middle schools) their ability to get their 


schools 


exercise professional 


values of academic 
ance of the intelligentsia 
forms of 
(such as 


various schools 


was (1.e 


facilities) 
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graduates into college. Inside schools, pyramid 


ization led to streaming, ‘teaching according to 


talent’ and created invidious distinctions be 


tween students and Classes 
r 


The emergence of these tendencies within 


the educational system 1 n early 1YOuUsS 


clearly favoured the 
r cultural resources 


ral population, menta 5 


al workers (intellectuals, managers 


7. 


fessionals above all others) and 


elites This 


*m both 


ial inequalities. It was an important means 


»y which inequalities were mverted into 


if 


" | 
since it 


Stratifications enabled college-trained 


elites to pass on their social advantages to their 


yffspring. It also created sharper social tensions 


between ‘winners’ (known colloquially as 


dragons’) and ‘losers’ (‘worms’) at each level of 


educational selection. So long as the basic logic 


of education remained academic and ‘talent 


remained the primary means of access to social 


pportunity e meaning of individual failure 


was painfully clear, leading either to antagon 
elf-belittlement 

n 

the Party 

iS Part ol 

zation heralded 

entrai Committee s 


which he 


educational 


ynsiderabie resistance 


; 


yr caucal 


mphasis among 
ntelligentsia generally 

‘bad’ classes. Later 
Revolution 


national, local and 
One 


Cultural suggest 


at Party leaders at 


levels were split on the issue 

ad groups among cadres 

rs at this time 

(i) Developmentally oriented officials, ap 
parently represented in the central Politburo 
by Peng Zhen, Zhou En-lai and Chen Yi 
who argued for an discrimination 
non-proletarian students for several 
reasons: the fact that non-proletarian strata 
contained a high proportion of talented 
youth whose abilities should be harnessed to 
the modernization drive, the that the 
new generation of non-proletarian youth had 
been educated in the same post-revolutionary 
schools and thus socialized in ways similar to 
their working-class counterparts 


danger of social discontent and 


end to 
against 


tact 


and the 
tension 


arising from the discrimination inherent in 


lass line. This group exerted the domi 
influence over educational recruitment 

cy between 1960 and 1966 

Proletarian cadres’ at all levels who 

ym worker-peasant backgrounds and 

vely supported the 
of revolutionary 


youth 


line as a 
They 
back 
though the 
utilized t« 


class 
justice 
from class 


‘9 ] 
good 


were more reliable and 


itionary elites could be 
for their experience and skills 


uld not be fully trusted. Judging from 


n “gree 
they 
information made available during the Cul 
tural Revolution, many basic-level Party and 
government cadres shared this view 

Maoists’ who 

suspicion of the pre-revolutionary 
supported a 


shared with the latter 


ind upper classes and 


ass line in all areas of social and 
ordinary 


their 


benefit 
They 


allocation to 
work¢ ind peasants liffered in 
yn of class analysis to the emergent 


appli 


inequ ie of the socialist 


of the intelli 
gentsia and their opposition to a new ‘privi- 


new society 


notably their suspicion new 


ratum’ of ranking State cadres who 
egedly manipulating the class line to 
vantage of their own families 
wing which exerted in 
the redistributive 
1964 
idres 
of the 
1960s 


sure to intensify 
educational recruitment from 
They 


7. | 


and many ‘proletarian 


at the inegalitarian impact 
on process in the early 


r the per Sparse and those 


iod are 


treacherous, since they largely de 


ater polemical Red Guard accounts 
luring the Cultural Revolution 


One typi 


published 
al piece of statistical evidence was 
supplied by an article attacking the enrolment 
Peking University 
detailing enrolment 


policies 
Lu Ping 
tween 1960 and 1962 in the university’s depart 
ment 
tedly 


the president of 


percentages be 


physics (see Table 2).2° This admit 
ymplete table suggests that, for Peking 


lable 2 


Class origins of enrollees 
1960 1961 1962 1963 
(%) (%) (%) (%) 


Worker-peasants 


Workers and poor 
peasants 


Landlords, rich 
peasants and 
capitalists 
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University at least, the redistributive thrust of 
the Great Leap continued until 1960 and the 
major change in enrolment policy occurred in 
1961. During 1961, 1962, and probably 1963 
moreover, the ratio of working-peasant entrants 
dropped sharply. The beneficiaries would ap- 
pear to have been the children of the previous 


upper and middle classes. Statistics for 1964 


1966 are almost non-existent but it appears 
that the ratio of worker-peasant students in all 
institutions of higher education may have in 
creased gradually during this period, perhaps 
under the impact of increasing Maoist emphasis 
on the class line. A retrospective report from the 
late 1970s claimed that the ratio had climbed 
to 64.6% by 1965, though contemporary esti 
mates by foreign scholars were lower 

The lack of reliable statistics makes it im- 
possible to estimate precisely the actual redis 
tributive impact of changes in recruitment 
criteria between 1960 and 1966. At the sub 
jective level, however, the social atmosphere 
of scarcity and competition meant that changes 
in the official emphasis on redistributive and 
academic criteria caused much greater tension 
and hostility than in the preceding decade. The 
stakes now seemed higher and the distinction 
between ‘winners’ and ‘losers’ much clearer. We 
can identify these perceptions more precisely if 
we relate them to four different strata within 
the new generation 


(i) Worker-peasant youth: this category 
contained the ambiguity and internal differ- 
entiation of the 1950s. As a general stratum, 
they had benefited from the radicalization 
of the class line in college enrolment during 
the Great Leap but a proportion of success- 
ful entrants had been unable to keep up 
academically and dropped out before gradu- 
ation, particularly when academic standards 
were tightened up after 1960. As academic 
enrolment criteria became dominant be 
tween 1961—1963, this stratum lost out 
both absolutely and relatively, but improved 
their position with the intensification of the 
class line after 1963. In general, however 
they still tended to congregate in the less 
prestigious institutions and subjects. Class line 
aside, they were clearly handicapped in the 
educational stakes, lacking a family environ- 
ment conducive to social aspiration and aca- 
demic achievement and often faced by sub- 
standard educational facilities at the primary 
and secondary levels. Asa result, they tended 
to fare poorly in formal exams and other 
tests of intellectual achievement. These pro- 
blems were particularly acute for the children 
of poor peasant families in more remote rural 


areas. In general, members of this stratum 
tended to resent ‘clever’ youth, particularly 
those of urban intelligentsia origin. On the 
other hand, their resentment at educational 
failure was tempered somewhat by the fact 
that, as a group, they had lower aspirational 
horizons than youths in other categories 

(ii) Youth of former ‘exploiting class’ famil 
ies, notably ‘landlord’, ‘rich peasant’ and 
(less invidious) ‘capitalist’. They generally 
inherited superior cultural resources and 
benefited from the heavy academic bias of 
1961—1963. As the class line intensified 
after 1963, they increasingly lost ground 
since they were doubly disadvantaged. First 
the criterion of class origin made their own 
‘bad’ background a heavy burden, blocking 
social advancement and creating pessimism 
and passivity. Second, since they could not 
change their class backgrounds, they tried to 
compensate by behaving in a politically ‘pro- 
gressive’ way, to be or appear to be ‘red’. But 
many basic-level political and administrative 
cadres in the schools tended to regard such 
‘redness’ as disingenuous. In general, such 
youth and their families opposed any official 
policy which paid attention to the class line 
in educational recruitment and resented the 
rights and privileges it gave to students from 
‘good’ origins 

(iii) Children of ‘revolutionary cadres’ and 
‘revolutionary armymen’: Their parents had 
already been active in the revolutionary 
cause before 1949 and formed the backbone 
of the new State machine Party, govern- 
ment and army erected in the 1950s 
These youth had a privileged position. Since 
their ‘class’ origin was considered officially 
they were the direct descend- 
ants of the real revolutionaries, they bene- 
fited most clearly from the ‘class line’ in 
socio-political recruitment. Moreover, the 
identity of their parents exerted informal, 
implicit pressures on teachers and basic-level 
educational administrators which led to 
special treatment and made direct parental 
interventions on their behalf notably 
arranging for illicit ‘back-door’ admission to 
universities the exception rather than the 
rule. Their position of privilege was rein- 
forced by special middle schools which re- 
cruited only the sons and daughters of 
cadres. Their relatively favourable family 
environment, moreover, tended to encourage 
academic achievement and provided a sense 
of political savoir faire and self-confidence 
They favoured the class line since it rep- 
resented both their political beliefs and their 
social interests. They resented, on both 


to be ‘best’ 
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was more likely to be an 
Teachers and administrators 


further claimed, it 
inferior institution 
in middle schools and colleges were accused of 
‘lacking class feelings for the children of workers 
and peasants’ and of trying to embarrass, humili- 
ate and even expel them. A Canton middle 
teacher, for example, was criticized for 
for an essay by a non-worker-peasant 
peasantry and only 
written by a child de 


of Mao’s thoughts in farm 


school 
giving 90 
boy which 


ss for 


criticized the 


one cadre’s 
scribing the study 
labour. In Peking 
upon Lu Ping, the President and Party secretary 
of Peking University 
worker-peasant 


bitter criticism was heaped 


who was accused of re 


garding college students as 
‘teacups that leak’ and of using the method of 
‘passing bowels’ to ‘discharge’ them from the 
university if they 
Though most of these charges were prob- 
they had probably been more wide 
spread during the entrenchment 
1960—1963 than 1963 


tion was paid to the class issue 


could not stand the academic 
pace 
ably true 
period of 


1966 when more atten- 


This call for class justice was not simply an 
appeal from worker-peasant underdogs — it was 
revolutionary 
cadres’ and had 
fared very well under the old system. In taking 
the lead in pressing for greater attention to the 
criterion, they simultaneously sought to 

their 
their competitors 
‘middling’ class origins (i.e. neither 
notably the children of 

and other 


spearheaded by the children of 


‘revolutionary soldiers’ who 


class 
and damage 
youth of 


strengthen own prospects 


those ofl major 
‘bad 
the 


workers 


nor 
‘good’), urban 
intelligentsia 
Jealousy of the ‘middling’ group was obvious 


in this attack on the president of 


white-collar 


for example 
Peking University 


The Lu gang once said: ‘In future the 
superiority 
by worker-peasant children but by children of high 


intellectuals and employees’.28 


Ping black 
in intellectual circles will be held not 


The children of the intelligentsia, they alleged 
were opportunists who longed to become ‘ex- 
perts’ and ‘professors’ with consumer comforts 
fat salaries, high prestige and ‘political capital’ 
Youth from ‘good’ class origins 
notably those from ‘revolutionary’ households 

were innately reliable and politically com 
mitted and should thus be guaranteed the lion’s 
share of social and political opportunities, at 
the expense of youth from ‘middling’ and ‘bad’ 
class origins 


they argued 


We will fill your posts in culture, science and tech 
nology. Your monopolies are broken.?9 


Thus the campaign for class justice in edu- 
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cational recruitment was two-sided: on the one 
hand, it often legitimate frus 
trations of ordinary worker-peasant youth who 
felt that the nature of recruitment 
procedures made the going difficult for them 
on the other hand, it disguised an attempt by 
an already privileged group to protect and ex 


reflected the 


academic 


tend their advantages 

As the Cultural Revolution proceeded, oppo 
sition groups in schools and colleges mobilized 
themselves as ‘rebels’ in opposition to the first 
wave of Red Guard organizations dominated by 
cadres’ children they branded the 
‘conservative’. Many of the members of 
these ‘rebel’ groups were youth from intellectual 


latter as 


core 


and professional families who sought to defend 
their own access to higher education against the 
redistributive the Cultural Revol 
ution. In their own eyes, it was they who had 
been the victims of class discrimination before 
the Cultural Revolution. Children the 
‘good’ classes, they had received pri 
ority in college enrolment and special treatment 
while at college (for example, supplementary 
the middle-school level, they 


priorities of 


irom 
alleged 


study classes). At 
claimed, teachers gave special consideration to 
youth of 
flect the redistributive elements of educational 
policy during 1958—1960 and 1964—1966 

In making these charges, they spoke in their 
own interests and — implicitly or explicitly as 


‘good’ origins. These complaints re 


advocates for youth from ‘bad’ class origins, 
notably former landlord and rich-peasant fam 
to speak out publicly 
This 
claimed ‘rebel’ propaganda 


ilies, whose ability was 


very restricted stigmatized stratum 
could be compared 
the 


the 


to the 
blacks in 
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revolutionaries of different 
in the Mao Zedong 
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movement ‘all 
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Hundred 
class origins can be equal 
era’ 

lo the Maoist sponsors and organizers of the 
Cultural Revolution, both of these approaches 
to the class line spawned by the student move 
ment unacceptable: the ‘conservative’ 
position masked the interests of a 
privileged stratum of cadres’ children and the 
‘rebel’ position the 
main ideological theme of the Cultural Revol 
ution 


were 
because it 
because it contravened 
t favoured 


Strata, 1 
children 


class struggle — and because 
the interests of a non-proletarian 
the urban intelligentsia and the 

former ‘enemy’ Ihe educational re 
forms they introduced in the late 1960s 

which included a attempt to intensify 
the class line in educational (and particularly 


recruitment 


classes 
radical 
serious 


college) represented a 
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ype of change stemmed from the 
Cultural Revolution to achieve a 
radical change in the balance of forces in so 
ciety at large, and a radical transfer of power 
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at all levels of the State apparatus, especially 
within the educational system. The power of 
middle-ranking and higher Party, government 
and army cadres remained relatively unimpaired 
and, even where changes were made and fresh 
blood introduced, the new 
tressing tendency to emulate the predatory 
behaviour of their predecessors. The intelligent- 
sia had their wings clipped during the Cultural 
Revolution and were unable to lay public claim 


But their power resting 


cadres had a dis- 


to high social status 


yn their possession of scarce skills and 
development pro 
intact 
more difficult than before 


as it did 


knowledge vital for the 


gramme¢ remained virtually even if 


more implicit and 


translate’ into prestige and transmit to their 


Thus the social ‘push’ for privilege 


»f these new strata, embedded in 


the structure of the new socialist system, re 


mained largely unimpaired. The new system of 


educational recruitment was, in theory at least 


a barrier to both strata. In reality, they were 


varying degrees to manipulate or 
new rules to facilitate the interests 


their own families 
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At the policy level, the reforms of the Cul 


tural lution met considerable opposition 


withir Party and government institutions 
advanced economic sectors relied on 
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could thereby be redefined as ‘workers’ o1 


categories which could override their 
hus, for example, gradu- 


“peasants 
previous class origins 
ates of urban middle schools from diverse class 
origins who had spent 2 years working in a rural 
production team could be entered on college 
rolls as part of the ‘peasant’ intake, at the ex- 
pense of more socially underprivileged children 
from ‘real’ peasant families. Another cosmetic 
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device was to add the honorific and often 
meaningless prefix ‘revolutionary’ to dubious 
categories, thus transforming parents who were 
ordinary (and not-so-ordinary) ‘cadres’ and 
‘intellectuals’ ‘revolutionary cadres’ and 
‘revolutionary intellectuals’. Alternatively, they 
could lay claim to the ‘class’ status of ‘intellec- 
tual youth’, a ragbag category used in the 1960s 
and 1970s to denote educated urban youth 
who had been sent to the countryside to work 
after graduation. In many colleges, this stratum 


into 


received priority in enrolments at the expense 
of their home-grown peasant workmates 
amorphous social category could again be used 


this 


to obscure the real social origins of young 
people 

The new admission procedures also bene- 
fited cadres at all levels, both within the State 
machine and in basic-level units. Since the pro- 
cess of selection was now highly decentralized 
and politicized, cadres were able to use their 
power to get their own children ‘recommended 
by the masses’ either directly within their own 
units or through connections with cadres in 
relevant positions of authority elsewhere. Such 
youth were recruited as offspring of ‘revol- 


utionary cadres’ or included under the ‘worker- 


Class origins 


Peking University 1973—1974 
Workers 

Peasants 

PLA 


Revolutionary cadres 
and intellectuals 


Exploiting classes 


Northwestern University 1973 
Workers 

Peasants 

Revolutionary cadres and 


revolutionary intellectuals 


Wuhan University 1970—1971 
Workers 

Peasants 

PLA 

Intellectual youth 


Others (including children 
of cadres) 
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peasant’ rubric. It is little wonder that the 
available data on the class origin of college 
students in the 1970s are confusing and show 
considerable variation across institutions. Take 
the set of ‘statistics’ from three universities, 
shown in Table 3 

Several tentative conclusions can be drawn 
from these (and other) statistics and from qual- 
itative evidence from this period. First, it seems 
likely that the percentage of ‘real’ worker- 
peasant youth in colleges did expand to some 
extent in the early 1970s, even allowing for the 
fudging of statistical categories. While the off- 
spring of urban worker families seem to have 
improved their access across the board, main- 
taining betwen 30 and 40% of places, the for- 
tunes of peasants seem to have varied widely 
Certain institutions seem to have made a special 
effort to recruit peasants, notably Peking Uni- 
versity (40%) and Qinghua University (36% in 
1974). Pepper reports, for example, that about 
half the students in one foreign language de- 
partment at Shanghai’s Fudan University in 
the mid-1970s, were ‘peasants’. Another in- 
formant reported a ‘peasant’ proportion as high 
as 60% in his foreign language faculty in Peking 
The real problem is assessing how many in these 


Pre-Cultural 
Revolution 


‘A great number’ 


10-20 
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from ‘real’ working-peasant 


them 


categories were 


families. Some of were probably urban 


lassified as peasants after 
note that the fig 


‘intellectual youth’ re 
their stint in the countryside 
ures for Peking and Northwestern Universities 
both of which show a high ratio of ‘peasant’ en 
not include ‘intellectual youth’ as a 
Many 
rural cadres and thus could be 


rolment, di 
separate category others were probably 
the children of 


classified as ‘semi-’ or ‘quasi peasants’ since 
basic-level cadres in the countryside (notably at 
the production brigade and team levels) were 
» spend a large section of their 


if we are looking for 


still supposed 
time in agricultural work 


however, per 


d 
the children of 


ordinary peasants 
from Wuhan 
Even if we assume that all 


haps the figures University are 
more representative 
the PLA students 


representation was still only 


were oO! peasant origin 
10.3%. In 
although 


relative 


peasant 
general, therefore, it seems likely that 


both labouring classes benefited in 


m the new enrolment methods, urban 
workers gained more and only limited success 
was achieved in eliminating the urban bias in 
recruitment. However, we should situ- 
improvement in the relative position of 


context of the 


ol ege 
ate this 
worker-peasant youth in the 
drastic decline in college enrolments in the late 
early 1970s tertiary 
level until 


admissions 


1974, as 


1960s and 


did not regain their 1965 


Table 4 demonstrates 


Table 4. Students in full-time higher 
education: 1960—1975 


Entrants Enrolment 


965.000 
109,000 819.000 
107,000 820.000 
133.000 n.a 
147,000 n.a 
164,000 695.000 
None? n.a 
None’? n.a 
None” n.a 
None? n.a 
20.000 n.a 
n.a n.a 
n.a 200,000 
153.000 324.000 
167.000 440.000 


320,000 


Sources Marianne __ Bastid-Bruguiere 
‘Higher education in the PRC’, in Science 
and Technology in the PRC (Paris: OECD, 
1977), p. 126; ‘Meticulously and properly 
carry out this year’s enrolment work for in- 
stitutions of higher education’, People’s 
Daily , editorial (17 May 1979) 


Second, it 
from ‘bad’ 
tainted by 


seems likely that young people 
from families 


‘counter 


class origins (or 


political labels such as 
r 


revolutionary’ or ‘rightist’) were severely dis 
advantaged during this period, finding it almost 
impossible to enter universities. Clearly the new 
rules operated against them since few people at 
the grassroots level considered them politically 
worthy to enter colleges and were willing to 
take the 
have entailed 
to the 


enemies 


political risks which sponsoring would 
one could always be vulnerable 
charge of ‘collaborating with class 
Third, the children of the urban in 
telligentsia found college entrance more diffi 
cult 
and the new 


moved the 


Examinations had been their trump card 
‘recommendation system’ thus re 
‘ir special advantage. As we have seen 
still 


either under their own class colours, as children 


however, there were ways of getting in, 


of ‘revolutionary intellectuals’ or as part of the 
amorphous category of ‘intellectual youth’ or 
and peasants’ 
gained disproportionate to 
but lost ground to other urban 
skilled workers and 
children of cadres probably im 
position for the reasons outlined 
the situation before the Cultural 
however, the recommendation sys- 
opportunities for 
cadres in factories and farms to gain places for 
their 


even as reclassified ‘workers 
They still 


their 


access 
numbers 
Strata, notably cadres 
Fourth, the 
proved their 
Unlike 
Revolution 


tem 


above 


gave more basic-level 
children as opposed to relatively senior 
the State machine. Fifth, aggregating 
across classes and strata, it seems that the Cul- 
tural Revolution had little success in redistrib 
uting college places away from cities in favour 
of the countryside. ‘Intellectual youth’ were all 
former urbanites, the three overrepresented 
groups (cadres, intellectuals and workers) were 
all urban. To the extent that people in the 
countryside did benefit, it tended to be the 
families of basic-level cadres 

In sum, the reforms of the Cultural Revol- 
ution had limited redistributive impact 
but less than intended and this was more signifi- 
cant between urban strata than between city 
and countryside. This limited success in realizing 
the principle of redistributive egalitarianism in- 
herent in the class line, however 
ated by the swinging changes in educational 
policy introduced after the death of Mao and 
the removal of the ‘radical’ Shanghai group 
Educational theory and practice swung back to 
the meritocratic precedents of the mid-1950s 
and 1960s: strict academic standards were 
reinstated and many of the hierarchical aspects 
of the pre-Cultural Revolution educational 
system were resurrected, notably stratification 


cadres in 


some 


was obliter- 
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between middle schools (through the system of 
‘key-point’ schools) and intra-school streaming 
Official ideology has now been amended to re- 
ject explicitly the principle of class-based re- 
distribution in favour of recruitment based on 
‘selecting the best’.*? The class line has been 
repudiated as unfair and historically inappropri- 
ate. The ‘bourgeois’ taint of the intelligentsia 
has been removed by including them, along 
State cadres, as officially part of the 
‘working class’. Most of the families of for- 
‘enemy’ have been similarly re- 
Basic conflicts of interest 
strata are thus defined away. Indeed, since ‘the 
only difference between intellectuals, workers 
and peasants is their division of labour they 
are all workers’ then ‘the enrolling of the 
children of intellectuals likewise embodies the 
Party’s class line’.** Unsurprisingly, such ideo- 
logical gymnastics were accompanied by stat- 
istics on the ‘working-class’ 
children in colleges in the late 1970s which 
read like the Egyptian presidential 
‘elections’: for 97.4% of national 
enrolments in 19 were held to be ‘working- 
class’ students. The figures were 94% in the 
Northeastern province of Heilongjiang (Heil- 
unchiang) and 97.5% in the 
of Hubei (Hupeh). In some individual instances, 
for example, 99% in the 


with 
mer classes 


classified bet ween 


percentages ofl 


results of 
example, 


central province 
it was even higher 
Chinese University of Science and Technology 
in Hofei and 99.4% at Jiaotong University in 
Shanghai.” Most of the aggregate statistics are 
not broken down into more precise figures but 
when they are, the class proportions seem close 
to the early 1960s. In Heilongjiang, for instance 
only 59 of enrolments worker- 
peasant while at the prestigious Peking Univer- 
sity, the breakdown for the new 1979 intake 
was as follows: 34 worker-peasant, 39 
cadres and armymen, and 1|1% intelligentsia 
Like the early 1960s, this fragmentary 
Suggests a pattern of underrepresentation for 
the labouring classes, particularly at the better 
institutions, and heavy overrepresentation for 
the two dominant urban strata, and 
intellectuals (the latter constituting only about 
2% of the general population). If more precise 
Statistics were available, they would probably 
also demonstrate a continued heavy urban bias 
in college recruitment. On the other hand 
though the relative positions of workers and 
peasants may have deteriorated to 
tent, this is mitigated by improvements in their 
absolute position resulting from an expansion 
in enrolments total college enrolment in- 
creased from 440,000 in 1974—1975 to 850,000 
in 1978 


new were 


data 


cadres 


some ex- 


REDISTRIBUTION 


5. CONCLUSION 


It is hard to evaluate the relative success of 
the CCP’s use of education as a redistributive 
mechanism without resort to precise compara- 
tive statistics this would require a paper in 
itself. One can argue, however, that CCP pol- 
icies have been successful in raising in both 
relative and absolute terms the levei of social 
opportunity available to the labouring classes 
notably the skilled urban working class. In the 
1960s and 1970s, the class line im 
posed significant 
mobility of the offspring of the pre-revolution 
the large amount of 


moreover 
restrictions on the upward 


ary enemy classes. Given 
political furore over the issue in the late 1950s 
and the late 1960s, however, it seems that the 
actual impact of 
fallen short of leadership intentions 
pact of Cultural Revolution reforms 


ticularly unimpressive since it combined only a 


redistributive policies has 
The im 
was Ppar- 


limited improvement in the relative access of 
worker-peasant youth with a 


in overall opportunities through reduced enrol 


dramatic decline 
ments 

Clearly, educational policy-makers have not 
been working in a vacuum but been 
wrestling with intractable problems and oper 
ating under powerful constraints. The attempt 
to implement the class line in college recruit- 
ment has ideological problems 
since it represents only one principle of equality, 
It is hard to imagine a theory 


have 


encountered 


fairness or justice 


and practice of revolutionary socialism which 
did not embody the principle of greater oppor 
tunity for the labouring classes and all socialist 
governments have attempted in various ways to 


fulfil this basic egalitarian commitment. But the 
side of the of revolutionary egali- 


principle of 


other coin 
tarianism is a 
nation. The plea made during the Hundred 
Flowers and the Cultural Revolution that the 
offspring of pre-revolutionary middle and upper 
for the sins of their 


negative discrimi 


classes should not suffer 
parents but should stand equal before a merito- 
cratic principle of equality represents an equally 
cogent and competing principle of allocative 
justice. This position has even greater 
when it is applied to the classes and strata of 
post-revolutionary no longer ‘land 
‘capitalists’ but ‘intelligentsia’ and 
Such ideological tensions are by 
they 


force 


society 
lords’ or 
‘state cadres’ 
no means confined to the Chinese case 
can be seen clearly, for example, in the debates 
between sociologists in the Soviet Union, be- 
tween the ‘redistributive’ position of Shubkin 
and the ‘meritocratic’ position of Rutkevich.*° 
These same issues have also been contested in 
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Poland and Hungary and seem to be a basi 
component of all major programmes of socialist 
transformation.*’ 

At the policy level, there has clearly been an 
underlying policy be- 
tween the principles of redistribution and devel- 
opmental efficiency. In periods when the class 
line modes of politicization affected 
educational policy (notably the Great Leap and 
the Cultural Revolution aftermath) 
(conventionally measured) academic standards 
and the quality of 

Conversely, in periods when 
dominant, notably be- 
and 1977—1980, the ratio 
of worker-peasant students dropped appreci- 
ably. This experience would suggest that, par 
ticularly in an poverty and 
scarcity characteristic of early socialist industri 
alization these two policy goals are very diffi- 
cult to reconcile and, if both are desired, policy 
ambiguity and fluctuation is unavoidable 

But educational policy-making is 
more than choice of 


tension in educational 


and other 
and its 
were neglected educational 
utput 
academic criteria 
1960—1963 


declined 
were 


tween 


environment ol 


clearly 


alternatives to 
import- 


a rational 


achieve given goals. Given the crucial 


ance of higher education as a path to power and 


prestige, it has been the focus of acute political 


struggle between different social strata which 
has been reflected in leadership struggle within 
the Party. The central conclusion which emerges 
from the last two decades is the ability of the 
key firmly rooted in the 
structure of state socialist society to gain dis 
proportionate education 


even in the and to 


two Strata each 


access to higher 


face of radical challenge 


N¢ 


i 2 


cation 


Formal edu- 
systems and poverty-focussed planning’, 7he« 
Journal of Modern African Studies, Vol. 15, No. 4 
(1977), pp. 569-589; John Sinclair, ‘Social mobility 
and the characteristics of students at the University of 
Ghana (Legon)’, mimeo, University of 
Population and 
1976) 


yy example, see Chris Colclough 


Cape Coast, 


Education Seminar Series (March 


2. | am using David Lane’s term ‘state socialist 
which includes those countries with a ruling Marxist 
Leninist ideology and conventionally described as 
‘socialist’, viz. the Soviet Union, China, Cuba or 
Vietnam, and excludes countries such as Tanzania 

3. For example, see David Lane, ‘The impact of rev- 
olution: the case of selection of students for higher edu- 
cation in Soviet Russia, 1917—1928’, Sociology, Vol 
7, No. 2 (May 1973); and The End of Inequality? 
Stratification under State Socialism (Harmondsworth 
Penguin, 1971), especially Chaps. 4 and 5; Frank 
Parkin, Class Inequality and Political Order (London 


Paladin, 1971), especially Chap. 5; G. Z. F. Bereday, 


reinforce their social pre- 
eminence and transmit it to their descendants 
Education thus functions as a key mechanism 


use this access to 


of class formation 

Thus the sweeping 
the post-Mao era, which 
hailed 


educational reforms of 
at the policy level 
have been widely as a return to ‘edu- 
can be seen as mechanisms for 
and material 
emerging over the 
own creation and reproduction a pat 
has emerged in the state 
»f Eastern Europe and can be traced 
in other non-socialist Third-World countries 
(for example, in Sinclair's work on Ghana). The 
yf the late 1970s heralded the crystal 
lization of 
specific set of functions in the State machine 
with both overlapping and competing interests 
Given the revolutionary nature of Maoist 
socialist development, however, 


cational sanity’, 


asserting the ideological domi- 


nance classes means of 
their 
tern 


which socialist 


countries 


events 


two classes each rooted in a 


definitions of 
class formation in socialist society and the role 
of education in this have not 
unchallenged. At the end of the 1970s 
official contained reports of 
yver the socially 


process gone 

the 
“fierce 
struggle 
the 


quite possible 


regressive impact ol 
tions in educational policy. It is 
that the political pendulum will 
radical redistributive 


new direc 


swing once again in a 
direction and the class line will be resuscitated 
and legitimized. If this not 
difficult to see China avoiding a pattern of in 
creasing stratification and inequality of oppor 


tunity comparable to that which developed in 


does occul it 1s 


the socialist countries of Eastern Europe 
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Summary. 


[his paper summarizes some of the main issues related to the World Bank’s basic 


needs oriented lending programme. In particular, based on country experience it discusses the 
lessons learned with regard to sectoral policies and programming for their basic needs and their 


implications for future lending 


MAIN LESSONS 


In the programme of the World Bank for re- 
ducing absolute poverty, part of the effort has 
to do with what is commonly called meeting 
basic needs. A Bank-wide programme 
launched in early 1978 to study the impli- 
cations for the work of the Bank of accepting 
the meeting of basic needs within a relatively 
short period as a basic objective of national 
development efforts. This work programme 
covered a number of studies in the following 


was 


areas 
(1) general studies to explore the concept of 
basic needs, its measurement, and its rele- 
vance for development strategies; 
(2) country and cross-country 
determine the dimensions of basic 
yet unmet in individual countries and to 
review a range of policy interventions to 
improve the situation; and 
(3) sector studies to analyse the implications 
of the objective of meeting basic needs in 
key sectors, such as nutrition, education, 
health, shelter, and water supply and sani- 
tation, and to arrive at an understanding of 
the sequencing, linkages and complementanri- 
ties among Various sectors 


studies to 


needs as 


These studies were discussed extensively at the 
staff level and some were reviewed by senior 
management. The basic-needs work programme 
also benefited from a number of other studies 
undertaken in the Bank. These include the 
background papers prepared for the World 
Development Report! and a number of research 
projects carried out by the Bank staff. This 
paper is a summary of the main findings of the 
studies that have been undertaken 


The conceptual work makes it clear that the 
pursuit of basic needs is not a distinct develop- 
ment strategy in itself: it can only be regarded 
as a principal objective of development that can 
be, and has been, achieved through a variety of 
development strategies. The distinct emphasis 
that the basic-needs objective brings to a devel- 
opment strategy is a heightened concern for the 
achievement of the ultimate goals of the whole 
population with respect to consumption, par- 
ticularly in education and health. In the dis- 
cussion of policies aimed at the alleviation of 
poverty, a good deal of attention has generally 
been paid to the structure and beneficiaries of 
production and income; similar attention has 
not been devoted to a study of the needs for and 
patterns of consumption. The analysis of goals 
with respect to consumption especially in 
education and health sharpens the focus on 
the supply side, particularly on those public ser- 
vices whose expansion and distribution is crucial 
if the basic needs of the majority of the 
population are to be met. In other words, ex 
plicitly adopting the meeting of basic needs as 
an important objective of development draws 
attention to the ultimate goals of the society 
and to the ways in which policies with respect 
to production, investment and 
geared to meeting these goals in a cost-effective 


vast 


incomes are 


fashion and according to a specific schedule 
This does not mean that the concept of basic 


needs is primarily a welfare concept. Indeed, 


rhis paper was written to summarize the main lessons 
from World Bank studies on basic needs conducted be- 
tween 1978 and 1980. The views expressed are those 
of the authors. The authors wish to thank Norman 
Hicks, Selcuk Ozgediz, Frances Stewart, Paul Streeten 
and Winston King for their help in writing this paper 
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which spend 
wage 


xpansion and redistribution of 


public services become essential if basic needs 


are to be met 
Finally, it may take a long time to increase 
the productivity of the absolute poor to a level 


where they can afford at least the minimum 


bundle of basic needs for a productive life. In 
the interim period 
ticularly the bottom 10—20 
term subsidy programmes 
The country 
Bank-wide work programme on basic needs in 
Sri Lanka, Brazil, Indonesia, Egypt, Mali, The 
Gambia and Somalia have been generally useful 
in highlighting the dimensions of unmet basic 
countries and, thereby, in 


some income groups — par 
may need short 


Studies carned out under the 


needs in various 


national policy 


msciousness 
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iderable new factual material was 
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lucing fertility, 

} 


avdoul 


increasing © pro 
enhancing the capacity of 
change, and creating a politi 

nent conducive to stable develop 

ment. Al teresting conclusion of these studies 
is that the more pressing basic needs can be met 
levels of per capita income 
The life expectancy 
for example, was 
$200 in 
with a per capita growth 
1960 and 1977, 
in six other 


even at fairly low 
without sacrificing growth 


Lanka 


capita 


of 69 years in Sn 
achieved at a per income of 
1977 ym bined 
record of 2.0%/year between 
whereas the average was only 1.1 
South Asian countries. An overall conclusion 
appears to be that if objectives in income distri 
basic needs are pursued 


bution and meeting 


rationally, economic growth need not necess- 
arily be Many 
found in the country studies in which even the 
presumed short-run trade-off between economic 
growth and poverty-alleviation programmes can 


be avoided because there is at present consider- 


sacrificed instances are to be 


able waste of resources in sectors that could 
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supply basic needs directly, and more efficient 
reallocation is therefore possible. Greater avail- 
ability of external help 
cushion a society from the effects of a painful 
short-term trade-off 

Another 


assistance can also 


general question raised by the 


country studies is that of the political system 


within which basic-needs objectives can be 
successfully realized. It is readily agreed among 
analysts that reallocation of resources towards 
goals of alleviation of poverty and the meeting 
of basic needs often requires considerable struc- 
tural changes in the political and economic bal- 
ance of power within these societies. But these 
structural changes have been engineered in a 
wide variety of political systems, though at 
varying from market-oriented 
omies such as those of South Korea and Taiwan, 
to mixed economies such as that of Sri Lanka 
to centrally-planned economies such as those of 
China and Cuba, to decentralized socialist econ- 
omies such as that of Yugoslavia. There is no 
unique route that can be prescribed. What is 
often common to divergent 
country experiences is a fairly equitable distri- 
bution of physical assets, particularly land, and 
a decentralization of administration and de- 
cision-making to the local level, with adequate 
central support. Also, the role of the household 
particularly that of 
prominently recognized within these political 
and economic systems in which a successful 
effort to meet basic needs has been launched 

These also demonstrate that more 
than global targets are needed if basic needs are 
to be met. In many conferences of the United 
Nations in recent years, an attempt has been 
made to set time-specific, global targets in the 
fields of education, health, water supply, nu- 
trition and housing. The attempt has certainly 
heightened the awareness of the international 
community and national development planners 
of the broad dimensions of the problem in each 
area and of its urgency. But as global targets, 
they have had little practical 
Specific targets for meeting basic needs can be 
set and implemented only in country-specific 
contexts. The costs of reaching individual global 
targets are generally exaggerated, moreover, 
since each sector is analysed in isolation, a pro- 
cess that does not allow sectoral linkages to be 
taken fully into account. Furthermore, these 
global basic-needs targets often are not fitted 
into a consistent, overall development strategy 
for the developing countries, so their internal 
consistency is doubtful and their schedules are 
generally a matter of arbitrary choice 

The most successful part of the basic-needs 


speeds econ- 


these widely 


sector, women, is more 


studies 


significance 
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work programme was the sector studies, 
which helped clarify a number of policy issues 
[The more important 


follows 


ones are summarized as 


(1) Considerable attention was given to link- 
ages and complementarities among Various 
sectors. It became clear that intervention in 
one sector, such as health, may often not be 
very effective unless there is a simultaneous 
intervention in other 
cation and nutrition 


sectors, such as edu- 
A cost-effective pack- 
age for meeting basic needs can be prepared 
only after a thorough analysis of such sec- 
toral linkages and complementarities has 
been made. This applies both to increasing 
the effect on health and education and to re- 
duction of costs. In the Sri Lanka study, for 
example, it is pointed out that good edu- 
cation was to some extent a substitute for 
the poor quality of water in Sri Lanka in 
that people taught to treat or 
water in order to eliminate contamination 

(2) It also became clear that a thorough re- 
view of intra-sectoral policies is called for in 
almost all sectors. Often the real question is 
not how much education and health expendi- 
ture, but what kind of education and health 
and who really benefits from these expendi- 
tures 


were boil 


In each country and sectoral study, a 
number of intra-sectoral issues on which fur- 
ther policy work is planned have been iden- 
tified 

(3) Some cross-sectoral analysis that threw 
additional light on the ordering of sectoral 
priorities was carried out. It was generally 
agreed that form of education was 
essential to the meeting of other basic needs 
It was difficult, in fact, to find any country 
experience in which a successful advance on 


some 


basic needs was made without a significant 
investment in basic education 

(4) The underlined the 
enormous difficulty of reaching the lowest 
20% of the income group in a society. Most 
delivery systems simply do not reach these 
people because of the existing power struc- 
tures or marketing imperfections or 
considerations. The case for subsidizing cer- 
tain poverty groups in the transitional period 
was strengthened by these studies, though 
many of the prevailing techniques of subsi- 
dization were found to be inefficient and in- 
discriminate 

(5) All sector studies emphasized the need 
for providing adequate financing for oper- 
ating costs, which often constituted 
thirds of the total costs of 


sector studies also 


cost 


two- 
these sectors 





170 WORLD DEVELOPMENT! 


Some financing of operating costs is already 
done by the Bank. Until recently, 
practice in this regard was rather 
especially in education. The situ- 
ation has changed, and the Bank has 
generalized its approach by making eligible 
for financing any incremental costs that are 
required during the project period for the 
implementation of education and training 


projects 


being 
however 
restrictive 


now 


There is at present a rather confused debate 

the concept and terminology of basic needs 
in the international forums, which is based on 
misunderstandings, such as fears about 
reduced increased intervention in 
the domestic policies of developing countries, 
modernization and industrialization 
and global welfarism.2 The term ‘basic needs’ 
has fast become an endangered code word. It is 
important, therefore, to keep focusing on the 
ultimate objective of elimination of absolute 
poverty which requires both acceleration in 
economic growth and redesign of public ser- 
vices so that the basic needs of the entire popu- 


many 
levels of aid 


denial of 


lation can be met at an early date 


2. SECTORAL POLICIES FOR MEETING 
BASIC NEEDS 


Although the content of the bundle of goods 
and services that satisfy basic needs varies from 
one country to another, there is a common core 
that includes nutrition, education, health, water, 
and sanitation and shelter. The Bank’s work 
programme on poverty alleviation and basic 
needs included policy papers in each of these 
tive sectors 3 

It is not necessary to repeat here the analysis 
of the issues that are dealt with in the sector 
papers, but there are a number of issues that 
are common to the five sectors and there are 
conclusions that can be reached only 
when the problem of poverty is examined from 
a multi-sectoral perspective 


some 


(a) Shortfalls in meeting basic needs 
a global perspective 


Developing countries have made some pro- 
gress in meeting the basic needs of their popul- 


ation. During the last two decades, there was a 
slight increase in the average amount of food 


available per capita, from 208 kg in 1961 to 
218 kg in 1976. The total number of children 
enrolled in schools increased from 142 million 
in 1960 to 315 million in 1975. There 
some increase in the supply of water and sewer- 
age and there was a slight increase in the stock 
of housing available to the poor 

These improvements have had some effects 
on the quality of life. Life expectancy at birth 
and level of literacy are two surrogate indexes 
for human welfare and both show that some 
progress has been made in the developing 
countries over the last two decades. In all 
developing countries, there has been a 15 
improvement in life expectancy at birth; it 
increased from 47 years in 1960 to 54 years in 
1977. The rate of adult literacy increased from 
39 to 51% over the 1960—1975 period 

Despite these improvements, the life expec- 
tancy gap between the developed and the devel- 
oping countries has narrowed only slightly 
children born in the developed countries in 
1977 could expect to live 20 years longer than 
born in developing countries. Within 
developing countries a significant gap persists 
between the poor and the middle-income 
countries in both life expectancy as well as rate 
of literacy. The experience of Sri Lanka, how- 
ever, shows that these gaps need not be so wide, 
even at low levels of per capita income 

As discussed later, education, access to basic 
health nutrition, the availability of 
water supply and sanitation facilities and ade- 
quate shelter all contribute to improvements in 
life expectancy. Despite improvements in the 
access to these goods and services, however, the 
situation in the developing countries remains 
disquieting. The number of people in developing 
countries who receive less than the minimum 
required amount of food energy as determined 
by the Food and Agriculture Organization in- 
creased from 368 million in the period 1969 
1971 to 424 million in the period 1974—1976 
The greatest number of the undernourished live 
in the poor countries of South Asia and sub- 
Saharan Africa and a significant proportion of 
them are children below the age of 15 years 
There are about 850 million people in devel- 
oping countries who have little or no access to 
school. Of these illiterates, 250 million are 
children and another 400 million are adult 
women. The rate of infant mortality in the 
developing countries is estimated to be 100 per 
thousand of the population, whereas it is only 
25 in the developed nations. The gap in female 
life expectancy at birth is significantly larger 
than that of males. Only one-fifth of the popu- 
lation of the developing countries has access to 


was 


those 


facilities, 
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adequate water supplies. In many poor nations, 
women spend as much as one-half of their work 
time in collecting water for consumption within 
Nearly two-fifths of the population 
remain without 


households 
of the developing 
shelter 

Apart from indicating 
problem faced by the 
these estimates vividly suggest the especially 
disadvantaged status of women and children, 
who should receive special attention in efforts 
aimed at the alleviation of poverty 
These estimates of shortfalls, telling as they 
should not be interpreted to mean that 


countries 


the magnitude of the 
developing countries, 


are, 


global action programmes are needed in these 


areas or that global plans should be formulated 
to improve the well-being of women and chil- 
dren in the developing countries. While a global 
approach may seem attractive, since it offers a 
well-defined set of targets for planning pur- 
poses, it makes little practical sense. Planning 
for meeting basic needs is necessarily country- 
specific, and the main burden of decision-making 
falls on the countries themselves 

A look at sectoral development 
perspective of basic needs suggests a number of 
different types of interventions 
cussed in the individual sector papers prepared 
by the Bank staff and will not be repeated here 
Separate treatment of sectors for planning pur- 
poses, however a tendency common in de- 
veloping countries makes for very costly 
solutions. Recognition of the linkages and com- 
plementarities among various sectoral inter- 
ventions and of the fact that not all sectoral 
interventions need be undertaken  simul- 
taneously reduces the problem to somewhat 
more manageable proportions. 


from the 


These are dis- 


(b) Sectoral linkages and complementarities 


Much of the rural and urban development 
project work of the World Bank is undertaken 
on the assumption of strong linkages and com- 
plementarities among the outputs of various 
sectors. This means that the 
intervention in one sector often depends on 
interventions in other This point is 
supported by the findings in the individual 
sector studies. It was shown, for example, that 
the effectiveness of investment in sanitation 
facilities in improving health depends on edu- 
cation in personal hygiene. Similarly, curative 
medical services are likely to be ineffective if 
people are chronically malnourished, use germ- 
infested water, have no sanitation facilities and 
follow poor health practices in their personal 
lives. Provision of additional food to the 


effectiveness of 


sectors 
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malnourished may not produce a significant 
improvement in their conditions if these people 
do not change their nutrition practices. In ex- 
treme cases, action in one sector without corre- 
sponding action in others can be counterpro- 
ductive, such as providing water supply without 
providing drainage attracts germs and insects 
that spread diseases 

Recognition of linkages and 
tarities does not necessarily mean that progress 
sectors 


complemen- 


has to be made simultaneously in all 
that basic In many situations, im- 
provement in one sector may obviate the need 
for investment in some other sector 


meet needs 
This means 
that on occasions certain outputs of these sec- 
tors can substitute for one another. Education, 
for example, can substitute for improvements 
in the quality of water as it appears to have 
done in Sri Lanka if people are taught to 
treat or boil water in order to eliminate con 
tamination. Nutrition education and instruction 
in hygiene and sanitation can also substitute for 
some basic health services 

Recognition of linkage and complementari- 
ties and of possible substitutions among various 
goods and services important to the meeting of 
basic needs can substantially reduce the finan- 
cial cost and administrative burden of poverty 
programmes. With respect to the proportion of 
GDP committed, for example, Sri Lanka and 
Mali have placed the same amount of emphasis 
on the development of social sectors but the 
considerably better performance of Sri Lanka 
can be attributed in part to strong public admin 
istration and to programmes in which linkages 
and complementarities among the outputs of 
different sectors are recognized 


(c) Priorities among sectors 


The manifold linkages between sectors raise 
an important question: must all the basic needs 
be provided for simultaneously or can a set of 
sensible sectoral priorities be established among 
basic The question is important, since 
simultaneous improvement in all sectors would 
impose impossible administrative and financial 
costs in many countries 

A partial answer to this question was pro- 
vided in the preceding section on linkages and 
complementarities: Whatever the resource situ- 
ation, the interaction between sectors should be 
taken into account in any effective programme 
aimed at the meeting of basic needs 
country analysis was also undertaken to pro- 
vide a somewhat firmer answer to the question 
of sectoral priorities 


needs? 


A cross- 
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Cross-country statistical 


vide 


investigations pro 
more systematic evidence of the relation 
life expectancy and various ‘inputs’ 
Ihe relation can be estimated in various ways 


By 


between 


using life expectancy as a measure of out- 
the effectiveness of various ‘inputs’ can be 
ranked on the basis of simple correlation, mul- 
tiple correlation or deviations from income- 
adjusted expected values 

These various ways of testing the relation- 
ship between life expectancy and its possible 
determinants pose a number of statistical prob- 
Apart from them, there is the well-known 

of to 
To begin with, 
the effectiveness of various ‘inputs’ may depend 


iems 
much reliance 


place on cross-country evidence 


deciding how 


development of the country 


known linkages between sectors 
the etfectiveness of any one input 


nutrition) may be dependent on the pres 
f other inputs (e.g. health services). There 
the 


ctior 


usual problem of de 
causality: is it 
that expectations of 
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dotn 
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on 
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problems 
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r 
the light of developments in that 


tneiess, cri 
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nts to some useful ynciusions 


ficant mciusion is the strong rela 
by 
Taking the 


adds a bit 


tionship between education aS measured 


literacy rates and life expectancy 
ation 
tal explanation of 


reasoning 


to male educ 
the variance 
Both a and some statistical 
tests suggest that the main direction of causality 
is likely to be from education to health and life 
Nutrition health 
significance in explaining variations in 
Dut 


should be 


xpectancy and care are also 


life expectancy are less significant than 


noted that the data 
averages for the whole popu- 
to nutrition, especially the 
expectancy might have been 


education. It 
used here reflect 
lation 
linkage 
stronger 
distribution of calories among various segments 
of the population. Water supply, sanitation and 
shelter are less significant that the other vari- 
‘explaining life 


with respect 
with life 
had been available for the 


if evidence 


ables variations in expec- 
tancy 

The cross-sectional country evidence suggests 
that the distribution of income is an additional 
variable of some significance in explaining vari- 
ations in performance. The ratio of public con- 


sumption to GDP and the level of urbanization 
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do not seem to be related to performance in 
meeting basic needs. Naturally, as stated earlier, 
all these conclusions need appropriate qualifi- 
cations they are based on inexact and per- 
haps inadequate measures of basic-needs inputs 
and outputs, and it is difficult to separate out 
effect. Overall, one has to 
be impressed by the fact that education emerges 
as the top pr 
all analyses 
that While this reinforces the 
importance of expenditure on mass education 
in national development strategies, it should be 
that priorities are 
1 at country level, with the objectives 
preferences, past experience and stage of devel 


opment of each society taken into account 


cause and however 


iority among various basic needs in 
intry and 
irried out 


cross-C cross-sectoral 


were 


re-emphasized sectoral best 


determine 


Int 


(d) 


The secto 
suggest 


studies and country studies 
the biggest problem is often not so 
inavailability of aggregate 
as ol é nappropniate Many countries 


would find it difficult to raise the extra re 


much resources 


use 
sources led to improve their performance in 
the 


those 


meeting needs. In ad- 

al- 
to the sector itself but being 

illy at present 

Rather than the commitment of inadequate 

often 


some sectors 


ditional could come from 
ready 


spent wastel 


resources t 1s 


misallocation that is re 


sponsible tor indifferent performance in 
of 
this from the country studies car 


ried out by the Bank staff 


meeting Dasik 


needs. There are a number 


instances o! 
For instance 


(1) In one country, less than one-third of 
public health expenditure was being devoted 
to preventive 
cant, this 
the 
30 in 


the 


Even 
had 
from 8&7 in 
1978. This that in that 
bulk of the increase in the re- 
ymmuitted to health care went into 


nedicine 


medicine more signifi 
declined rapidly 


1949 to just 


proportion 
over years 
over means 
country 
sources 
curative 
(2) In an 


education 


ther country, nearly a third of the 

budget was being spent on univer- 

sity training 

(3) In yet another case, 75% of the resources 
to the provision of water and 


sanitation were being claimed by large cities 


Not the resources in social sectors 
often applied to activities that contribute little 
to meeting basic needs, but frequently the dis- 
advantaged and especially vulnerable groups 
have little access to them. Once again instances 


committed 


only are 
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can be cited to illustrate these cases. Thus 


(1) In one country, the urban population re- 
ceives health subsidies five times as large as 
the rural population 

(2) In another country, food subsidies per 
capita are twice as high for the urban as for 
the rural population. 

(3) In a third country, the implicit subsidy 
on providing primary education was four 
times as high in the urban as compared to 
the rural population. 


It is clear, therefore, that emphasis on social 
expenditure has not always meant emphasis on 
the provision of basic needs. In the high priority 
education, nutrition, and health sectors, the 
primary emphasis should be on redirection of 
efforts within the sectors. It is vital to reallo- 
cate some resources from higher to lower levels 
of education, at least in countries in 
which there has been an excessive flow of funds 
into secondary schools and colleges. In many 
countries, it is necessary to divert re- 
sources from curative to preventive medicine 
from urban to rural health care, from urban 
and/or large-scale water supply and sanitation 
projects to village and community water and 
sanitation programmes. It is imperative to make 
special efforts to get these reallocated resources 
to reach the poorer segments of the population 
Female literacy and reduced infant mortality 
emerge as two of the important goals in the 
effort to meet the basic needs of the population 


those 


also 


3. PROGRAMMING FOR MEETING 
BASIC NEEDS 


It is exceedingly difficult to generalize from 


the seven country case studies included in the 


basic-needs work programme of the World 
Bank. The countries chosen (Brazil, Egypt, The 
Gambia, Indonesia, Mali, Somalia and Sr 
Lanka) represent a heterogeneous set. In 1977 
they ranged in population from just over half a 
million (The Gambia) to 134 million in Indo- 
nesia; in area, from 0.01 million km? (The 
Gambia) to 8.5 million (Brazil); in proportion 
of the population that lives in the rural areas, 
from 83% (Mali) to 39% (Brazil); in income 
growth rate during the past 15 years or so, from 

0.4% per head per annum (Somalia) to 4.9% 
per annum (Brazil); in income distribution, 19% 
of total income goes to the bottom 40% of the 
population in Sri Lanka compared with 9% in 
Brazil. Political systems also vary from a variety 
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of mixed but socialist leaning systems (Sri 
Lanka, Somalia) to mixed but capitalist leaning 
(Brazil). In addition, there are great differences 
in geography, natural culture and 
history. But the country case studies do reveal 
some common problems in implementing 
programmes, policies and projects aimed at 
meeting basic needs 


resources, 


(a) Growth vs basic needs* 


Higher income per capita should mean greater 
national expenditure on goods and services that 
help to meet basic needs. Such a relation is 
suggested by a cross-country analysis of the 
variance in life expectancy. For a group of 86 
developing countries, 52% of the variance is 
related to differences in per capita income. But 
this relationship necessarily suggest 
causality: on the statistical relation- 
ships, it is difficult to tell whether longer life 
expectancy is the result of higher income or 
whether the causality runs in the opposite 
direction 

Nevertheless, the issue of growth vs basic 
needs must be analysed with some care. The 
cross-country analysis referred to above suggests 
a weak but positive relation between the change 
in per capita income and the change in life ex 
pectancy over the 1960—1973 period. Although 
the relationship is weak, it indicates that good 
performance in meeting needs does not 
result in lower rates of growth. It is difficult to 
say, however, whether good performance in this 
respect is a result of, or a cause of, the level of 
income and the change in it. In order to circum- 
vent this question of causality problem, growth 
in output in developing countries between 1960 
and 1973 was related to the level of life expec- 
tancy in 1960, the beginning of the period. In 
this case, a significant and positive association 
was found after the influence of other factors 
that affect growth, such as investment and im- 
ports had been taken into account 

There are some obvious reasons why meeting 
the basic needs of the population should result 
in improving productivity and incomes. A better 
educated and healthier labour force is generally 
found to be more productive. There is now a 
large body of empirical evidence that supports 
this a priori reasoning.’ Many case studies 
demonstrate that basic education (as measured 
by literacy) is an important determinant of 
both labour productivity and growth of manu- 
facturing. Improving the health status of the 
population produces the same kind of impact 


does not 
basis of 


basic 
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on labour productivity 
The distribution of income among popul- 
countries and changes 


varies between 


This is one reason why the link be- 


ation 
over time 
tween basic-needs performance on the one hand 
and improvement in productivity and income 
on the other does not always show up clearly 
in cross-country comparisons. One would ex 
pect the income of the poorest 40% of the 
population, rather than average per capita in 
be critical in determining basic-needs 
While data are inadequate for a 


come, to 
performance 
full testing of the significance of income distn 
bution 
those 
much higher than that suggested by their levels 

capita income tend to have more egali 
And countries that 


statistical evidence clearly shows that 


countries in which life expectancy is 


an income distribution 
do worse than might be predicted tend to have 
marked inequality in income distribution. The 
countries that show better than predicted per 
formance on basic needs include the People’s 
Republic of China, Cuba, North Korea, Jamaica 
South Korea, Sr Lanka and Taiwan. All of 
them have relatively poor income distribution 

Discussion of country experience in the con 
text of the Bank staff review of the seven case 
studies raised the same issue: whether countries 
at low levels of income can afford to concen 
trate efforts on meeting basic needs. This issue 
is of particular relevance for the poor countries 
of sub-Saharan Africa. It is certainly true that, 
without an adequate absolute 
poverty and unmet basic needs will continue in 
studies of these three 
however, that even 


resource base 
these countries. The 
African countries illustrate 
at low resource levels substantial economies can 
be achieved through a better allocation of their 
resources. At the same time, however, consider 
able emphasis has to be given to increasing out 
put. The real challenge is to choose a growth 
strategy which combines increases in produc 
tivity with alleviation of absolute poverty. A 
total focus on increasing the GNP growth rate, 
without explicit attention to the problem of 
absolute poverty and basic needs, would miss 
important opportunities to make immediate 
benefits available to the poor. In addition, un- 
due consideration on ‘growth now, poverty 
alleviation later’ could build up an entrenched 
middle class favoured by government services 
and make a reallocation of resources at a later 
date just that much more difficult 

between economic 


The possible trade-off 


growth and basic-needs objectives was also 
addressed specifically in the Sri Lankan study 
The study casts doubt on the thesis that Sri 


Lanka's social programme resulted in a lower 


rate of growth. It seems clear that the cost of 
programmes became a real burden 
1970s, when the average GDP 
growth rate was lower than that in the 1960s 


the social 
only in the 


This lower growth rate was caused by develop- 
ment policies pursued by the government 
and a deterioration in the terms of trade 
rather than by the financial burden of the social 
programmes 

It is difficult to tell, furthermore 
how much growth Sri Lanka gave up in devoting 


exactly 


resources to social programmes, since it is im- 
possible to know what the productivity of these 
alternative investments would have been. In any 


case, the situation of Sri Lanka with a per 


capita income in 1977 of only $160 but a life 


expectancy of 69 years, is truly remarkable 
Life expectancies of this length are generally 
achieved only by countries in which per capita 
income is $1000 or more. The Sri Lankan ex- 
perience illustrates further the considerable pro 
gress that low-income countries can make in 
meeting basic needs despite limited availability 
of resources. The growth record of Sri Lanka is 
not poor when it is compared to those of other 
South Asian During the period 
1960-1977, for example, Sri Lanka's per 
capita income grew at an annual rate of 2.0 
average for six other South 
Asian countries was 1.1 [The six countries 
are: Afghanistan, Bangladesh, Burma, India, 
Nepal and Pakistan. See World Development 
Report, 1979, Appendix Table | 
rate of 1.1% is a weighted average. | 
There is also some evidence (e.g. from Sri 
Lanka) that particularly 
by increasing the women and 


countnes 


year, while the 


rhe growth 


meeting basic needs 
education of 
absorbing women into the labour force, reduces 
the size of the family Similarly 
mortality is heavily concentrated among chil 


dren, and since parents tend to overcompensate 


desired since 


infant mortality, lower rates of infant 
reduce the desired size of families 
and, after a time lag, lead to reduced fertility 
and slower population growth. In this way, 
good performance in meeting basic needs also 
contributes to a rise in the rate of growth of per 
capita income 

Three 


against 
mortality 


lessons can be drawn from these 


country studies. The first is that if objectives of 
distribution of income and the meeting of basic 
rationally, they need not 


sacrifice of economic growth. The 


needs are pursued 
Cause any 
second is that the more pressing needs of the 
societies can be met even at low levels of 
The third is that fulfilment of 


needs should contribute to a significant 


national income 
basic 
reduction in the rates of fertility 
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(b) Activities of the household sector 
The activities of the household sector are 
particularly relevant to the meeting of basic 
needs. In developing countries, this sector pro- 
duces a substantial amount of ‘non-monetized’ 
goods and services for its own use. While it may 
be responsible for as much as 40% of ‘full’ in- 
come in these countries, its share is even higher 


in production of goods and services that are 


important in meeting basic needs 

The country case studies indicate some prob 
lems that may be presented by the household 
sector in the fulfilment of the basic 
the more disadvantaged groups in society 
as the childen below the age of five and women 
In many situations, household activities are so 
organized as to discriminate against 
groups. For example, women and children re- 
ceive relatively low priority in the distribution 
of food within the household. In several Afri 
can countries, women are required to perform 
tasks that are physically taxing. Some studies 
that if the time spent in the household 
time spent as tarm 
is about 20 


needs of 
such 


these 


show 
activities is added to the 
hands, the workday of 
longer than that of men 

Removing discrimination against women and 
children will, of course, help to meet their basic 
needs. In addition, women can perform a criti 
cal function in the production and use of goods 
that are important in meeting those needs. As 
these 


women 


discussed earlier, the effective use of 
goods depends in large part on the active and 
educated participation of the consumer with 
respect to nutrition practices, health and hy 
giene, for example. Here, women have a pivotal 
function in the household. Also, in their 
spending patterns, systematically 
oriented more toward than men 
One of the conclusions of the work on basic 
needs, therefore, is that a successful approach 
depends heavily on the contribution of women, 
and that policies and interventions should be 
designed in such a way as to enhance their 
contribution. 

The most obvious point of intervention is 
female education. Others include increasing the 
earning opportunities of women and particu- 
larly by women in the administrative and 
decision-making processes and, more generally 
in the development Actively taking 
such an approach means challenging traditional 
areas of male supremacy. Although the effort is 
socially difficult to implement, it is often vital 
to the policies and programmes 
aimed at the meeting of basic needs 


women are 


basic needs 


process 


success of 
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(c) Lowest income groups 


In some of the country and sector studies 
special difficulties in meeting the basic needs of 
the very poorest say the bottom 20% of the 
population or of ethnic minorities, or of 
people in distant regions were pointed out 
These people are generally more difficult to 
reach. Strategies directed at improving the in- 
comes of the poor even if they are fairly 
often fail to reach these groups 
They also tend to be disadvantaged in respect 
to access to public services — e.g. education and 
health. Special efforts to reach the poorest are 
often thwarted by ‘hijacking’ by other special 
groups; this has happened, for example, to food 
subsidy 
and also 
needs and 
special challenge 
that concerning shelter indicate, not enough is 
known about ways of reaching this group on a 
sustained and economically viable basis 

In many instances, social and economic con 
ditions of the poorest segments of the popu- 
lation present special problems. A large number 
ber of the nomads in sub-Saharan Africa are 
very poor. Providing them with basic education 
and health facilities presents difficult problems 
of logistics. Social discrimination and 
make it difficult to reach some of the poorest 
sections of the population in South Asia 


successful 


programmes in a number of countries 
to special credit 


problems of 


programmes. The 
present a 
as the sector studies such as 


the poorest 


taboos 


These 
before the basic 
groups can be met. Country- 
specific work is underway in the Bank to iden 


tify the characteristics and special problems of 


obstacles must be overcome 


needs of these 


the very poorest groups in society so as to learn 


about how best they can be reached 


through its projects and programmes 


more 


(d) Financing basic-needs programmes 


Increased emphasis on the provision of basic 
needs raises a number of difficult questions of 
financing. First, operating costs are quite heavy 
in relation to capital costs. This means that any 
viable programme must allow for continuing 
financial support, rather than once-and-for-all- 
time commitment for capital costs. Second, the 
obvious solution to the problem of operating 
costs levying charges to cover these costs — is 
in some cases both difficult to administer and 
undesirable the social benefits of the 
projects often far exceed the private benefits 
to the individual consumer. This is clearly true, 


because 
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for example, of vaccination programmes or pro- 
grammes of health education of which the 
principal beneficiaries are the community-at- 
large rather than the particular individuals who 
are involved in the programme. In other areas, 
it may be difficult to charge for the services 
because they are provided communally. Third, 
because provision of universal access to goods 
and services important in the meeting of basic 
needs should be a major objective of develop- 
ment especially in the provision of access for 
the very poor any system of charges is likely 
to debar the very people for whom the pro- 
grammes are The public sector 
would with liab- 
ility, however, unless some system of generating 
finance captures some of the benefits on a con- 


most essential 


become overburdened fiscal 


tinuous basis 
Country case studies suggest the following 
possible approaches 


(1) In some instances, charges to cover oper- 
ating costs are reasonable from the point of 
view of social and economic efficiency. In 
these, which include the shelter, 
water and sanitation, some recurrent medical 
costs, and perhaps the cost of higher edu- 
cation, charges to users probably offer the 
best solution. But charges either should not 
be levied upon the poorest consumers or 
should be levied upon them at much reduced 
rates. The poor can be cross-subsidized by 
richer consumers or from general govern- 
ment revenues 

(2) For programmes in 
users are not desirable or feasible as a system 
of finance, planning for the financing of 
operating costs should be an intrinsic part of 
initiation of the projects. If the local com- 
munity takes on, as it often does, responsi- 
bility for some share of the capital costs, it 
may also be prepared and be able to make a 
similar commitment for operating costs. The 
same holds true for aid donors 

(3) Government financing is likely to be re- 
quired for subsidy programmes — e.g. for nu- 
trition, and for other services for poorer con 
sumers. To limit the financial responsibility 
of the government while enabling the poorer 
consumers to participate in the programmes 
requires careful direction of the subsidies 
toward those most in need. Such targetting 
is very difficult to achieve for administrative 
and political reasons. It may be 
direct some types of programmes rather than 
others e.g. providing subsidies on food 
primarily consumed by the very poor 


costs ofl 


which charges to 


easier to 


(e) Political commitment 


In many countries, the biggest obstacle to 
good performance in meeting basic needs is not 
the absence of resources but political restraints 
on their use that are placed by entrenched in- 
terests. A highly skewed distribution of political 
power is obviously responsible for the failure to 
meet needs fully in several high-income 
countries. But in other relatively high-income 
countries Korea and Taiwan, an im- 
pressive advance has been made in providing 
people with their basic needs. There are many 
other examples of similar political systems that 
achieve quite different performances in meeting 
In the more important instances of 
successful performance, history or initial con- 
ditions appeared to have been important 

Some countries have found it easier to over- 


basic 


such as 


basic needs 


come political obstacles to the meeting of basic 
needs by increasing the resources committed to 
social sectors and to the sectors that produce 
goods and services that meet basic needs. It is 
for political that many countries 
Egypt, Pakistan, even Sri Lanka until recently 

adopted general food subsidy programmes 
rather than specific subsidies so as to distribute 
a certain share of the benefits to the poor 
Without allowing leakages of resources to flow 
to groups other than the target groups, pro- 
grammes such as these may not have been pol- 
itically acceptable. But such a solution to politi- 
cal problems can be very expensive 

But political problems should not be allowed 
to constrain the effort meet 
needs. Social and economic groups that see in 
these programmes a high economic 
themselves should be persuaded that procrasti- 
nation bring even greater penalties even 
tually. The financial bruden imposed by pov 
erty alleviation programmes must always be 
weighed against the heavy social and political 
costs which can result from persistent poverty 


reasons 


needed to basic 


cost to 


will 


(f) Administrative management 


Successful programmes for basic 
require different administrative ap- 
proaches from those involved in more trad- 
itional capital-intensive and technology-inten- 
development work. Such programmes 
depend for their success on substantial involve- 
ment of, and response from, the public that 
they intend to reach. When the intended bene- 
ficianies are poor and isolated, additional efforts 
are required if these programmes are to be suc- 


cessful. Two principal administrative structures 


meeting 
needs 


sive 
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can be built for this purpose: modified official 
bureaucratic systems that provide the goods 
and services important for meeting basic needs 
and organized groups of the intended bene- 
ficiaries themselves. The Sri Lankan food sub- 
sidy programme is an example of the former 
type of structure; the various village develop- 
ment programmes in South Korea illustrate the 
latter 

Administrative problems become more sev- 
ere when a deliberate effort is made to supply 
these goods and services for only a short period 
These problems arise in part because the pro- 
duction structure of the economy will not, in 
the short run, be appropriate to the new con- 
sumption structure. Consequently, prices of 
these goods are likely to rise, shortages are 
likely to emerge and some of the programmes 
may be rendered ineffective. It is generally 
necessary to make special arrangements to over- 
come these transitional problems, as is illus- 
trated by the experience of some nutritional 
programmes. 


4. ISSUES FOR THE WORLD BANK 
(a) Sector priorities 


During the past 12 years, the Bank has shifted 
its sectoral priorities so that an increasing share 


177 


of its lending is now committed to the sectors 
that contribute directly to the objective of allevi- 
ating poverty (Table 1); this trend is expected 
to continue during the 1980s. As suggested 
earlier, however, in the section on sectoral 
priorities, allocation within the sector is often 
more important for meeting the needs of the 
poor, and there is considerable additional scope 
for adjustment of lending within sectors. It is 
estimated that in some sectors only a small 
share of lending within each social sector is 
devoted to the alleviation of absolute poverty 
For example, only 14% of the benefits of water 
and sanitation are believed to go to those in 
absolute poverty. The share of basic education 
in total lending by the Bank in the education 
sector is estimated to be 25%. These are only 
rough estimates, but it seems clear that there is 
some potential for shifting resources within the 
main sectors that supply basic needs. Therefore, 
even without increasing the proportion of its 
lending that goes to these sectors, the Bank can 
carefully evaluate intrasectoral allocations and 
their links with the objective of alleviating abso- 
lute poverty, both in the development effort of 
a country and in its own lending programme. 


(b) Lending procedures 


Greater emphasis on the objectives of allevi- 
ating poverty and meeting basic needs has some 


Table 1. JBRD/IDA lending by sectors (in 1980 constant dollars)* 


FY1970 


Sectors of lending $ million 


Infrastructure? 3784 


Sectors directly linked to 
increasing the productivity 
of the poor 
Production sectors 
‘new style projects’? 166 
340 
506 
2197 


6487 


‘Basic-needs programmes’ 8 
Subtotal 
Other production sectors! 


Total 


33.9 
100.0 


Average 
annual 
FY1980 growth 
(preliminary) mene oe 
FY1979—1980 
$ million 


4090 0.8 


2053 
1299 
+3352 
3558 
11,000 


28.6 
14.4 
20.8 
4.9 
5.4 


7.8 


100.0 


rhere is some overlap between various categories. Also, all lending has varying degrees of impact on poverty, 
directly or indirectly. The table is only illustrative to bring out the major shift in sectoral emphasis over time 
Includes communications, energy, power, transportation and tourism. 
t Includes rural development and small-scale industry projects where over 51% of the total benefit is directed 


to poverty target groups 


8 Includes education, population, health, sites and services, and water supply 
Includes agriculture (excluding rural development), DFCs (development finance companies), industry, tech 


nical assistance and non-project lending. 
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important implications for the lending pro- 
cedures of the Bank, particularly for operating 
costs and in sectoral lending 


(1) Operating costs 

It is characteristic of many projects and pro- 
grammes which are aimed at meeting basic 
needs that operating costs are high in relation 
to capital costs. Some financing of incremental 
operating costs is already being done by the 
Bank. In agricultural extension projects, the 
Bank includes the salaries of extension workers 
in the costs of the projects. Practices have 
varied, however, among sectors; in education, 
for example, this type of financing has been 
limited 

The Bank has recently generalized this ap- 
proach by making eligible for financing any 
incremental operating required for the 
implementation of education and training pro- 
jects. Specifically, this includes financing of 
incremental costs of teachers’ salaries and ma- 
terials, which in many instances may be a more 
effective way of expanding or improving edu- 
cation than an exclusive preoccupation with 
buildings and equipment. The financing of such 
the Bank will 


costs 


incremental operating costs by 


not extend beyond the implementation period 


of the project. This implementation period is 
to include not only the time necessary for build- 
ings, equipment, materials and teachers to be in 
place and ready to operate, but also a reason- 
able period of initial operation 1 or 2 years, 
say during which the additional educational 
facilities can achieve an efficient level of oper- 
ation 

The additional operating costs of a project 
will always be carefully reviewed to ensure that 
they are justified and do not impose an unac- 


] The World Bank, World Development Report 
1980 (Washington, D.C.: 1980) 


For an elaboration of this argument see Mahbub 
ul Haq, “An international perspective on basic needs’, 
in Poverty and Basic Needs from Finance and Develop 
ment (Washington, D.C World Bank, September 
1980), pp. 31-34 


3. The sectoral papers include: Shelter (by 
Anthony Churchill, Poverty and Basic Needs Series, 
1980); Water Supply and Waste Disposal (by John 
Kalbermatten ef. al., Poverty and Basic Needs Series, 
1980); Nutrition (by Alan Berg, forthcoming); Edu- 
cation Sector Policy Paper (by Wadi Haddad, 1980); 
Health Sector Policy (by Fredrick Golladay, 1980) 
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ceptable burden on the borrower. The Bank 
will satisfy itself that incremental operating 
costs that it finances during the project-imple- 
mentation period can be financed subsequently 
by the government. Because the government 
must normally be expected to be in a position 
to finance such costs from its regular budget 
once the project has been completed, it will 
generally be desirable for the Bank to finance 
incremental operating costs on a declining basis, 
thus encouraging gradual increases rather than 
quantum jumps in the amounts that must be 
financed from local funds 


(ii) Sectoral lending 

Sectoral lending has several implications for 
the Bank’s approach and procedures. It requires 
a sector programme, not just a set of projects, 
that meets the objectives and criteria agreed 
upon the donor and the recipient 
More specifically, it also demands a satisfactory 


Strategy 


between 


and adequate sectoral institu- 
tions capable of managing sector planning etc 
as well as project work 

To make this possible, it is imperative that 
the development of those institutions and pol- 
icies that create a favourable environment for 
this type of lending be promoted. The Bank 
will therefore adopt an explicit polity of 
creating and developing institutions in edu- 
cation, health, water supply and the like that 
can in time be relied upon to make good use of 
At the same time, the Bank will 
expand its lending in the appropriate 
sectors education, nutrition, water supply 
and sanitation, and shelter in those countries 
in which an adequate institutional base already 
exists 


sector 


sector loans 


sector 


4. For an elaboration of this argument see Norman 
Hicks, ‘Is there a tradeoff between growth and basic 
needs?’, in Poverty and Basic Needs from Finance and 
Development (Washington, D.C.: World Bank, Sep 
tember 1980), pp. 22-25. 


5. See Shahid Javed Burki, “Sectoral priorities for 
meeting basic needs’, in Poverty and Basic Needs from 
Finance and Development (Washington, D.C.: World 
Bank, September 1980), pp. 13—17. 


6. See Paul Isenman, ‘Basic needs: the case of Sri 
Lanka’, World Development, Vol. 8, No. 3 (March 
1980), pp. 237—258. 
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APPENDIX 


Life expectancy at birth Infant mortality rate 
(years) (aged 0—1) (aged 1 —4) 


1960 1978 1960 1978 1960 1978 


Bangladesh 40 

Ethiopia 39 

Mali 7 42 

Nepal - 43 

Somalia . 43 

Burma 53 

India 7 51 

Sri Lanka 69 

Zaire 46 

Pakistan 52 

Tanzania 51 

Afghanistan : 42 

Uganda 53 

Sudan ; 46 

Kenya 53 

Indonesia 47 

Egypt 54 

Ghana 48 

Thailand ‘ 61 

Philippines : 60 

Nigeria ; 48 

Morocco 55 

Peru 56 

Colombia $3 62 

Korea 

Turkey 

Mexico - ] 
Brazil ; 92 
Argentina 

Yugoslavia 34 


Source: World Bank, World Development Report, 1980, Annex Table 21 
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Table A3. Health-related indicators in selected countries 


Population per 
: - Percentage of Daily calorie supply per capita 
Physician Nursing persons population with . : . . 


access to safe As percentage of 
1960 1977 1960 1977 water, 1975 Total,1977 requirement, 1977 


Bangladesh 9260 42.080 53 1812 
Ethiopia 89.360 76.320 20.310 1754 
Mali 38,640 24,100 4980 3080 2117 
Nepal 72,000 35.210 §1.220 2002 
Somalia 36,570 6220 : 2033 
Burma 9900 §120 §190 2286 
India 5800 5620 9630 5680 : 2021 
Sri Lanka 4500 6270 4150 2260 2126 
Zaire 36,850 15,540 3440 1940 2271 
Pakistan 11,000 3780 10,040 2281 
Tanzania 21,020 15,450 10,440 2760 2063 
Afghanistan 22,460 19,890 23,210 25.100 2695 
Uganda 12,960 27,600 9420 4300 

Sudan 27,880 8700 3040 1340 

Kenya 10,560 11,950 2230 1120 

Indonesia 41,000 14.580 2820 

Egypt 2600 1070 2730 1150 

Ghana 12,160 9930 5430 840 

Thailand 7800 8170 4900 3540 1929 
Philippines 2760 3060 2189 
Nigeria 56,900 15.800 6020 4030 195] 
Moroco 9400 10,140 1830 55 2534 
Peru 2250 1560 2210 750 2274 
Colombia 2400 1970 3740 1250 2364 
Korea 3000 1960 $10 ? 2785 
Turkey 3000 1770 1400 ‘ 2907 
Mexico 1700 1820 1400 2654 
Brazil 3600 1700 77 2562 
Argentina 660 530 3347 
Yugoslavia 1620 760 1350 410 3445 


Source: World Bank, World Development Report, 1980, Annex Table 22 
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Table A4. Demographic-related indicators in selected countries 

Crude birth-rate Crude death-rate 
per thousand per thousand Percentage change in 
population population 


Crude birth-rate, Crude death-rate, 
1960 1978 1960 1978 1960—1978 1960—1978 


28.0 
10.7 
18.5 
27.6 
31.0 
36.4 
33.3 
33.3 
20.8 
34 


7 


Bangladesh 51 25 
Ethiopia 51 28 
Mali 50 27 
Nepal 46 29 
Somalia 57 

Burma 43 

India 43 

Sri Lanka 36 

Zaire 48 

Pakistan 48 

Tanzania 47 

Afghanistan 48 26.7 
Uganda 4§ 33. 
Sudan 47 5 25 28 
Kenya 51 5 26.3 
Indonesia 47 2: : 26 
Egypt 45 31 
Ghana 49 29.2 
Thailand 46 2 i : 52 
Philippines 45 40 
Nigeria §2 2 28 
Morocco 52 > 2 - 43 
Peru ] 36 
Colombia 42 
Korea ; 38.5 
Turkey 3 41 
Mexico 33 
Brazil i) 18 
Argentina x 5 11 
Yugoslavia : 8 10 8 20 


— © oO 


m—wWMNM OA Ww Ohm 


Source: World Bank, World Development Report, 1980, Annex Table 18 
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Income Instability and Consumption-Savings in South 
Korean Farm Households, 1965-1970 


Y. K. RO, D. W. ADAMS and L. J. HUSHAK 
Ohio State University, Columbus 


Summary. 


resentative sample of South Korean farm households during 1965 


[his paper describes the sources and extent of income instability among a rep- 


1970. An index of income 


instability is included in a consumption function to estimate its effects on savings consumption 
behaviour. Authors conclude that the households studied saved large amounts and that part of 


this saving was due to unstable incomes 


A major tenet in capitalist as well as socialist 
economics is that concentration 
surpluses or income is necessary if savings pro- 
pensities are to be high and capital formation 
rapid. Profit-makers in capitalist societies are 
thought to inherit high savings propensities, 
while socialists argue that the state is the most 
proficient saver. It has been a virtual article of 
faith among economists that little or no volun- 
tary savings can be mobilized under any econ- 
omic system until per capita incomes are high 
As a result, most savings mobilization program- 
mes emphasize involuntary techniques or aim 
voluntary mobilization efforts mainly at high- 
income groups 

Results from recent research in 
South Korea, along with additional evidence 
from several other low-income countries, appear 
to be inconsistent with this widely held tenet 
(Ong et al., 1976; Hyun et al, 1979; Adams 
1978). These show surprisingly large 
savings propensities among rural households 
with average per capita well 
US$200. This evidence suggests that factors, in 
addition to absolute levels of income, may 
strongly influence savings behaviour. At least 
three of these additional factors have surfaced 
in the literature. The first relates to the quality 
of the household’s income flow. Friedman 
(1957) has argued that disturbances in income 
flows may cause households to interpret part 
of their income as being transitory, and that 
households tend to save a large part of this 
transitory income. Two additional factors have 
been stressed by Wai (1972). He has argued that 
the incentives and opportunities to save are im- 
portant factors influencing consumption 
savings decisions. Unfortunately, it is very diffi- 


of economic 


Taiwan and 


results 


incomes below 


cult, without a controlled experiment, to test 
the importance of these two latter factors in 
household This is especiaily true in 
rural areas where many incentives to save are 
weak and very limited opportunities exist for 
holding savings. As will be shown later, it does 
appear possible to measure empirically the im- 
portance of income stability in savings decisions 

In the discussion that follows we use South 
Korean farm household data to assess the im- 
portance of income instability in savings behav- 
iour. We pursue three objectives. The first is to 
describe the extent and income 
instability among South Korean farm house- 
holds from 1965 to 1970, a period of rapidly 
increasing The second objective is to 
assess how instability 
sumption rhe final objective 
is to draw some policy implications from the 
South Korean experience which may be helpful 
to other countries that want to 
increase Savings propensities 

Some background on recent changes in the 
South Korean economy and farm households is 
presented to set the stage for the analysis that 


decisions 


sources of 


income 


income affected con- 


Savings decisions 


low-income 


follows 
BACKGROUND 


South Korea often has been cited by econ- 
case of development 

(Brown, 1973). During the past 15 years the 
South Korean economy has experienced rapid 
growth, with an average annual growth rate of 
almost 10% (EPB, 1977). With this growth, the 
economic make-up of the country has changed 
significantly. The share of mining and manufac- 
turing in the overall economy increased steadily 


omists as a successful 
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while the 
fisheries 


from 15 2 3] in 1976, 
and 
1977) 


share of agriculture, forestry 
decreased from 40 to 25 (EPB With 
the decline in relative Korea’s 
agricultural sector has performed satisfactorily 
in many From 1962 to 1976, agricul- 
tural land and labour productivities expanded 
by 7—10% a year. As a result, real agricultural 
an average growth rate 


importance 


respects 


production increased at 
»f more than 4% annually 

As a result of these changes, incomes in rural 
areas significantly past 15 
both the 


increased over the 


years. As can be seen in Table | 


average net and disposable incomes of farm 
households increased by more than two-and-a- 
half from 1962 to 1976 


During this period, about one-fifth of the aver 


times in real terms 


age farm household income came from off! 


The low income figures for 1965 
floods and low 


farm sources 
1967 were due to droughts 
food The high income figure in 197] 
was mainly 
grains (KDI 
It can also be 


prices 


due to increased prices for food 
1975) 
that con 


less than 


noted in Table | 
sumption increased significantly, but 
As a result, the ratio of consump- 


disposable 


did incomes 
income decreased steadily 
to 0.66 in 1976. This 
expansion in expressed 
overall con- 


tion to 
Irom 


resulted in 


> 


0.85 in 1962 
Signilicant 
farm household savings. Changes in 
sumption patterns also occurred 
household consumption 

56 f total consumption to 46 


average farm 
decreased from 
while expen- 


miscellaneous items 


1ood 


ditures for education and 
increased he food consumption patterns also 
During 1962—1970 


changed consumption of 


and barley, decreased absol- 
while expenditures on foods other than 
substantially (MAF, 
years; EPB, 1977). Farm households have im- 
proved significantly their diets and cultural 
activities with the additional income 

The Korean farm households are large and 
have relatively well educated family members 
As a result, most of the labour force used in the 
farm is supplied by the family. Small farm size 
and intensive production are the main charac- 


teristics of farm units in South Korea 


the staples, rice 
utely 


r 


staples increased various 


INCOME STABILITY 


These substantial changes in household econ- 
omic conditions have been with 
significant amounts of income instability (Ro, 
1978). Individual farm household data are not 
available to document the extent of this insta- 
bility prior to 1965. Representative household 


associated 


information collected by the Farm Household 
Economy available, however, for 
1965 and 1970.' Data for 128 
included in the Surveys in all 4 
insights into the extent 
yf rural income flows 

Income instability is a measure of the pat- 
tern and extent of transitory income. The aver- 
leviation and the coefficient of 


common 


Surveys are 
1968. 1969 
households 
substantial 


years give 


and nature 


age absolut 
variation appeared to be the most 
measures discussed in the literature (see Canh 
1974; Girao et al., 1974). Any measure 


ever, represents deviations from some expected 


how 
income. Households likely differ a good deal in 
the way they form their income expectations 
Some, for 
anticipate that future incomes will be equal to 


example, may ignore trends and 


recent or current These households 


if 


income 
income 

Other 
may feel that things are getting pre 


interpret erences between recent 


and future income as transitory income 
households 
dictably better 
factor in their formulation of expected incomes 
If income grows more rapidly or more slowly 
than this trend factor, the household 
interpret this unanticipated change as transitory 


9 worse and include some trend 


would 


income 

As can be noted in Table 1, the average rural 
household income in South Korea changed 
erratically fr 1960 to From 1965 to 
1970, however, the average household experi 
enced signifi Since 
way of knowing how households 


1965 


int increases in real income 
we have n 
formed their income 
that likely underestimates the house- 
perception of instability. In 


measure of income instability, we 


expectations, we use a 
measure 
holds’ 

selecting our 


income 


assumed that each household was able to cor 
rectly average yearly increase or 
trend in its real income over the 1965—1970 


period, and that only the differences between 


predict the 


this average and more rapid or slower rates of 
growth in each year were interpreted as unstable 
income. This index measures the average absol- 
ute variation ofl income 
growth rate around its mean income growth 
rate over a given time period. The general form 
of this index developed by Lundberg 
(1968) and applied to farm 
household data by Canh (1974). Because of the 
sharp increases in income between 1965 and 
1970, income expectations in South Korea 
probably lagged behind actual income increases 
If this was true, the index we use underesti- 
mates the degree of income instability. The 
index is defined as 


each household’s 


Was 


later Taiwanese 


X\), (1) 


X|+ |X; 


IS = 4 X,—-X| +X, 
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Table 2. Characteristics in 1970 of 128 panel households in South Korea by income instability groups 


Disposable income instability index 
(1965—1970) 


Total 0—15 30 30+ 


Number of households 128 39 48 41 
Family size (persons) 5.96 6.33 5.88 5.71 
Farm size (ha) 0.92 0.98 0.87 0.91 
Disposable income (Won)* 233,862 238,687 222,781 242,244 
Total consumption (Won) 192,188 203,013 187,014 187,724 
Average annual growth (1965—1970) of 
Total net income 16.7 10.7 13.9 25.7 
Disposable income 17.3 10.9 14.4 26.8 
Farm income 19.1 15.3 18.6 23.1 
Off-farm income 57.9 31.8 57.1 83.8 


Source: Computed from the data for 128 panel farm households in South Korea, 1965—1970 


* In 1970 the average official rate of exchange for Won was 304 to each US dollar 


where instability groups: those households with rela- 
tively low indexes of 0—15, those with medium 
indexes of 15—30, and those with relatively 
large indexes of more than 30. The groups were 
defined so that about one-third of the house- 
holds fell into each instability group. As can be 
= 1/3(X, +X, +X3) noted, there was little difference among the 

three groups in family size, farm size, disposable 

[he Y terms represent individual household jncome, and total consumption. There were, 
incomes for the respective years. The average however, substantial differences in average 
annual rate of growth of each household’s annual growth rates of income among the three 
income for 1965-1970 is represented by X income instability groups. Households with the 
Four different measures of household income most unstable incomes also experienced the 


((Yes — Yes)/Y es] 100/3, 
[(Y6o — Yes )/Yeg } 100, 
((Y 9 — Yeo)/Yeo] 100, 


are used: household net income, household highest average annual growth rates in all types 
disposable income, household net farm income, of income 
and household net off-farm income. Income In Table 3 several statistics on the insta- 
instability indexes are constructed for these bility indexes for the four different types ot 
measures of income for each of the 128 house- income are presented. As can be noted, there 
holds were large differences in instabilities of various 
Information on characteristics in 1970 of income types among households. The ranges of 
the households is presented in Table 2. The household total net and disposable income 
information is also divided into three income instabilities were from 5 and 6 to about 113 


Table 3. Descriptive statistics of instability indexes from various income types 
of 128 panel farm households in South Korea, 1965—1970 


Income types 


Total net income Disposable income” Net farm income Net off-farm income 
Median? 26 57 
Mean 30 105 
Range ; 112 803 
Minimum . 3 3 
Maximum 115 806 
§.D.1 21 131 


Source: Computed from the data for 128 panel farm households in South Korea, 1965—1970 


* Household total net income less taxes and interest payments 
T This is the average value of instability indexes of the 10 households closest to the actual median value 
Standard deviation 
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and 119, respectively. These ranges were about 
the same as the range for net farm income 
instability, but much narrower than the range 
of off-farm income instability. As can be noted, 
the median and mean values of the index of off- 
farm income instability were much larger than 
those for other income measures. 

Another interesting point shown in Table 3 
is that total income flows were more stable 
than the various components. As can be seen, 
the median income instability indexes for 
household net and disposable income among all 
128 farm households were 20 and 21, respect- 
ively, while the same indexes for farm and off- 
farm incomes were 26 and 57, respectively. It 
appears that households were able to blend rela- 
tively unstable farm and off-farm income flows 
into a more stable total household income 
stream 


3. ESTIMATING MODELS 


In recent years increased attention has been 
paid to the permanent income notion in the 
analysis of consumption—savings behaviour 
Various consumption functions based on the 
permanent income model have been developed 
One of the most recent elaborations is an inter- 
action consumption function.? This function 
builds on the assumption that additional vari- 
ables other than income affect the marginal 
propensity to consume (MPC) out of permanent 
income. In this study, five variables, in addition 
to the income instability index, are tested in 
the interaction consumption function given by 


Table 4. Definitions of variables used * 


C = bY + bY, + byISY, + byINY, 
+ ba3CRY p + brgLOY yp + bosRTYp 
+ bog FAY, te, (2) 


where bjs are parameters and e is the error 
term. Other variables in this and following 
expressions are defined in Table 4. As can be 
noted in the above equation, the interaction 
consumption function allows the slope of the 
permanent income variable to be changed by 
the levels of additional variables. This character- 
istic enables examination of the possible effects 
of additional variables on consumption—savings 
behaviour by looking at how the levels of those 
additional variables affect the MPC from perma- 
nent income 

Income instability measures the variability 
of income over time. Other things being equal, 
it is expected that households with unstable 
income streams have lower MPCs than those 
with stable income. The coefficient 52; , there- 
fore, is expected to be negative. The income 
source ratio measures the relative importance of 
farm income in total household income. Under 
the assumption that farm households have 
attractive on-farm investment opportunities, 
the relationship between MPC (62) and the 
income source ratio is hypothesized to be nega- 
tive (Ahn et al., 1979) 

Credit may be used by farm households to 
finance consumption expenditures.* The re 
lationship between MPC (43) and household 
credit use is expected, therefore, to be positive 
It also has been suggested that liquid asset hold- 
ings are one of the important factors affecting 


total household consumption (all expenditures not directly related to production activities in a given 


year) 


household disposable income (total household receipts minus tax and interest payments) 


permanent income (the general level of income or normal income) 


the index of household disposable income instability 


the income source ratio defined as the ratio of gross farm income to gross household income 


the value of household credit used during the year 


the value of liquid asset holdings at the beginning of the year 


the rate-of-return on capital defined as the ratio of gross household income to total asset holdings in 


the previous year 
FA the number of family members 
LA total cultivated land (ha) 


PA the ratio of paddy land to total cultivated land 


iW average number of work days per farm worker (total family work days divided by the number of farm 


workers) 


DP the ratio of dependents to total family members 


> 
All variables except the indexes, are for 1970 and are expressed in per household terms. Those variables with 
monetary value are expressed in units of 100 Won. 
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consumption—savings behaviour (Crockett and 
Friend, 1960). It is expected that liquid asset 
holdings are positively related to the MPC (b4) 
The rate-of-return on capital reflects the 
profitability of on-farm investment or the 
opportunity current consumption vs 
future consumption. Households with high 
expected rates-of-return on capital tend to 
increase their investments in farm capital and to 
more of their consumption to savings 
(Ahn et al, 1979). The coefficient 525 is 
expected, as a result, to be negative. Many 
empirical studies have found that the number 
of family members does not have a significant 
effect on total consumption, but does have a 
strong influence on important com- 
ponents of total consumption (Cahn, 1974) 
The coefficient by¢ is expected to be positive 


costs of 


switch 


some 


4. ESTIMATED PERMANENT INCOMI 


Several measures of permanent income have 
been proposed. In a recent study of consump- 
tion behaviour, estimates from an 
income regression function and 3-year weighted 
incomes used alternatively as 
for permanent income (Hyun ef al., 
This study showed that the former 
adequately represents permanent income when 
time series income information is not available 
The income regression function is a modifi- 
cation of an ‘earnings function’ which is based 
on the idea that the general level of income 
(permanent or normal income) is a function of 
several major inputs such as labour, land and 
capital (Bhalla, 1978).° Using this income 
regression function, the permanent income was 
estimated as follows 


Y= 


Savings 
average were 
proxies 
1979) 


915.05 
(346.92) 


+ 1108.80LA + 
(181.12) 


1746.38/N 
(388.30) 
0.2145CR 
(0.126) 


0.1595LQ 

(0.077) 

+ 204.49FA 
(41.04) 

+ 778.85PA + 
(236.34) 


+ 4.50AW 
(2.18) 


972.15DP, 
(368.56) 


R? = 0.658, S.E. = 692.00, F-ratio = 28.57, 


where Y, the predicted value of current ob- 
served disposable income in 1970, represents 
permanent income. The figures shown in par- 
entheses below each estimated coefficient are 
the standard errors. An estimated coefficient 
indicates that a single unit change in a variable, 
when other variables are constant, increases (or 
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decreases) 
the 
household 


permanent 
coetlicient times 


income by the value of 

100 Korean Won per 
Due to the nature of the ordinary 
least-square method used, the mean value of 
permanent income the that of 
current observed income and the mean value 
of transitory income (residuals) was zero 


was Same as 


EMPIRICAL RESULTS 
To estimate permanent income a Cross- 
sectional analysis was done on the 128 panel 
farm households for the year 1970. In the first 
step of the analysis, a basic permanent income 
consumption function, including only income 
variables, was estimated 


0.3274) 
(0.0776) 


0.4755 
(0.0803) 


R? 0.924, S.E. = 585.71, F-ratio 


769.51 


Ihe standard error of each estimated coefficient 
All variables are 
100 


is given below each coefficient 
expressed in per household terms and in 
Korean Won 

The R? and the F-statistic show that the two 
income variables explain rather well the vari- 
ation in current consumption. Both coefficients 
of the income variables were significantly differ- 
ent from zero. The MPC out of permanent 
income, the sum of coefficients of the two 
income variables, was about 0.80 and the MP( 
out of transitory income was about 0.33. This 
evidence supports the hypothesis that the MPC 
out of transitory income is greater than Zero, 
but less than the MPC out of permanent income 

The estimates of the interaction consumption 
function equation (2), are provided in Table 5. 
The results from the model are significant. The 
estimated coefficients of the income variables 
(Y and Y,) are statistically significant. As the 
interaction consumption function implies, the 
sum of the coefficients of income variables 
represents the MPC out of permanent income 
when all other variables have given values. At 
the mean level of each additional variable, the 
MPC out of permanent income is about 0.80, 
which is the same as that estimated from the 
basic model 

The effect of income instability was signifi- 
cant and negative. This result suggests that 
households with high income instability, other 
things being equal, consume less of the in- 
crements in their incomes than households with 
more stable incomes. This also suggests that the 
unstable income flows cause farm households 
to save more at the margin 
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Table 5. Estimation results of the interaction consumption function and mean values 
per household in 1970 for 128 panel households* 


Variables 


317.18 
1323.15 
0.46 


5.96 


R? 
S.I 
F-ratio 


MPC at the mean levels 5 


Significant at the 0.05 probability level (one tail 
Significant at the 0.01 probability level (one tail 


Mean values 


Consumption function estimates 


0.3704** 
(0.0763) 


0.8598** 
(0.1503) 


0.0023* 
(0.0011) 
0.2525" 
(0.1175) 


0.00006 * 
(0.00003) 


0.000002 
(0.00002) 
0.1777" 

(0.0798) 


0.0167 
(0.0114) 


0.9345 
558.2716 
214.10000** 


0.800 


f-test). 
f-test) 
Except for JS, IN, RT and FA, values are in 100 Korean Won (1 US$ 


304 Korean Won in 1970). 


ft Income instability index number based on the average absolute variation of an income growth rate around its 


mean (see the formula presented in the text) 


The figure is the MPC out of permanent income at the mean levels of all additional variables 


The ratio of gross farm income to gross 
household income also has a negative effect on 
the MPC out of permanent income. This result 
implies that the closer to full-time farming a 
farm household is, the smaller is its consump- 
tion propensity, and thus, the larger its savings 
propensity. A positive and significant relation- 
ship was found between the MPC out of perma- 
nent income and the amount of credit used. 
The coefficient associated with the interacted 
credit variable was positive and significant in 
the model used. These results indicate that a 
substantial portion of the credit used by farm 
households is associated with consumption. 

It also was found that farm households are 
sensitive to economic incentives in determining 
their consumption. The negative coefficient of 
the interacted rate-of-return on capital was 
significant at the 0.05 probability level. House- 
holds with attractive rates-of-return on capital 
tend to reduce their consumption. 

The effect of liquid asset holdings on house- 
hold consumption—savings decisions was found 


to be negative, but not statistically significant. 
Moreover, in an alternative consumption model 
based on a Keynesian formulation the coef- 
ficient was positive and significant. The coef- 
ficient of the interacted family size variable was 
negative but it was only marginally significant 


6. CONCLUSIONS 


Several conclusions useful for policy-makers 
might be drawn from this analysis. The first is 
that very substantial voluntary savings emerged 
among the households studied. While it is not 
entirely clear what caused these high savings 
propensities, it does appear that a substantial 
amount of income instability was associated 
with this favourable savings performance. This 
income instability led households to interpret 
a significant part of their incomes as transitory, 
and caused savings propensities that were very 
high out of this income component. While we 
could not shed much light on why savings 
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propensities were also high out of permanent 
income, we feel this might be at least partially 
explained by attractive incentives and oppor 
tunities to save in Korea during the late 1960s 

A se that policy-makers 
be able pro- 


ond conclusion ts 


may to design more satisfactory 
to mobilize and 


mmes ought to pay careful atten- 


grammes encourage saving 
These 
tion to incentives and opportunities to save in 
Policy- 


aggressive in 


addition to the income instability issue 
makers ought to be particularly 
lesigning savings mobilization programmes that 

-gions and households experiencing 


‘ 


f income instability he insta 


jue to rapid increases in oll-larm 


employment, highly variable weather, or rapid 


technological change 

The final general conclusion that we draw is 
that 
importance of absolute income levels in deter- 


economists have overemphasized the 
mining savings behaviour. On the basis of the 
South Korean that rural 
poor will save and that factors in addition to 
ncome levels are important in deter- 
A more enlightened 
and positive approach to mobilizing voluntary 


experience, we feel 


absolute 


mining saving propensities 


savings will result in accelerated capital forma 


tion, better performing financial markets, and a 
participation 


system by the rural poor 


more equitable in the economic 


NOTES 


» (1978) 


were destroyed in 


details on these surveys see R 
wr 1966 and 1967 


2. In an earlier study of income instability among 


Taiwanese farmers, Canh (1974) reported very similar 
the median values of total net income, net 
farm income, and net off-farm income were about 22 
— 14 
£5 and l 


about 28, 42 and 227, respectively 


resuits 


espectively, and the mean values were 


4 modification of this function was used by Hyun 


t al. (1979) in a recent study of consumption—savings 
South Korean farm 
detailed consideration on this 


Hyun er al. (1979), and also Ro (1978) 


behaviour among households. For 


function, see 
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Summary. 


ment and import requirements are estimated for the Six-Year Plan period 1977/1978 


The study is an exercise in dual-gap analysis with reference to the Sudan. Invest- 


1982 


1983 and are then compared with forecasts of savings and export earnings. The results are com- 


pared with the Plan projections of the dominant constraint on growth 
the Plan understates the size of both the domestic savings 


The conclusion is that 
investment gap and the foreign ex- 


change gap and that foreign resource flows would have to be approx. 50% higher than envisaged 


for the target growth rate of 7.5% to be achiev 


INTRODUCTION 
Several studies! have used dual-gap analysis 
to investigate the dominant resource constraint 
limiting growth in developing countries, and to 
estimate future requirements to 
achieve a particular target rate of growth. Most 
of these studies point to the foreign exchange 
gap as the dominant constraint, particularly for 
countries in the take-off stage of development 
This paper the first attempt to undertake 
dual-gap analysis for the Sudan based on two 
alternative growth rate assumptions: first, 5.5 
growth per annum which the historical 
average growth rate between 1960 and 1975 
growth per annum which is 
of the Sudanese Six- 
1982/1983.? The study 


resource 


1S 


was 
and second, 7.5 
the target growth rate 
Year Plan 1977/1978 
suggests that while foreign exchange is scarce 
the projected gaps between investment require- 
ments and domestic saving and between import 
requirements and export earnings are of roughly 
equal magnitude, and that policies to raise the 
level of domestic saving must assume as much 
importance as policies to augment the quantity 
of foreign exchange if dependence on foreign 
The result 
Chenery hypothesis 


assistance is to be reduced is con- 
sistent with the original 
that in the early stages development 
domestic savings—investment gap may pre- 
dominate, reflecting the low level of monetized 
saving in countries in the pre-take-off stage of 


development. The purpose of this paper is thus 


of da 


ed 
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twofold: first to make quantitative estimates 
of investment requirements in relation to fore- 
cast domestic saving, and import requirements 
in relation to expected export earnings, under 
the two growth rate assumptions, and secondly 
compare the estimates with 
in the Six-Year Plan which, in our view 
underestimates the shortfall of both saving 
investment requirements and exports 
import requirements over the Plan 
period 1977/1978—1982/1983. Part of the 
object of this paper, therefore, is to make an 
independent assessment of 
the Sudanese Six-Year Plan projections. Section 
2 of this paper briefly outlines the theoretical 
framework of In Section 
3, the framework to the Sudan 
and calculations the domestic 
savings investment gap the export 

import gap, using estimates of the propensity to 
the incremental capital—output ratio, 
future export growth, and import requirements 
recognizing the different import coefficients 
attached consumption and _ investment 
expenditure The of the paper 
compares the results with those of the Six-Year 
Plan, and comments on the future growth 
prospects of the Sudan in the light the 
comparison 


to projections 


made 


below 
below 


of the consistency 


dual-gap analysis 
applied 
made of 
and 


1S 


are 


Save, 


to 


last section 


of 


Ihe authors are grateful to an anonymous referee 


for helpful suggestions for improvement of the paper 
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THE THEORETICAL FRAMEWORK 


analysis 


and also the criticisms of it 


well know 
particularly the assumptions of a fixed relation- 


ship betwee! 


} nvestment requirements, import 


lack of 


and toreign 


relate more 


and growth and the 
petween domestic 
ns, however 


investigators 


lanning pe 
Ss would con 
require 
rigid, and 
domestic and 
existence ol 
is quite possible, and they 
Foreign resource 
fill the domi 
wth is to be 
Savings-investment gap, use 
ywwth identity, zg s/v, where 
rate (AY/Y);s 
o U/Y) 


apité outpi ratio 


growtn Savings 
and v is the incremental 


(U/AY) iven the target 


invest 


vestment rat 


yutput 
nvest 
len estimated as the fference be 


ast saving at the target level of 


and investment requirements, measured 


absolute terms 


te the export—import (or foreign 


use is made a similar growth 
identity incorporating the -a of a fixed rela 
between growth and import require 
Let zg m, where g 
f imports to output (M/Y) (deter 
availability , rt earnings) 


output—im 


tionshiy 
ments is the growth rate 
is the ratio 
by the 
fixed) incremental 
(AY/M) 
growth, g° 1 an estimate of m 

proportion of output can be 


quirements 
rhe export—import gap is 


m is the 


port Given the target rate of 


import 


ratio 


calculated as m 


then estimated as the difference between fore 


cast export earnings and import requirements 


measured in absolute terms 

It is intuitively obvious, and can be easily 
that if the 
are fixed, and domestic 


then one or other of the 


shown,* parameters of the model 
and foreign resources 
are not substitutable 
resources (domestic saving or foreign exchange) 
unutilized if the dominant gap is not 


rhe role of 


will go 


filled by foreign resource inflows 


foreign assistance in bridging the dominant gap 
to avoid resource waste is considered to be the 
mtribution of dual-gap analysis to 


theory. If 


agistinctive 


foreign 


development domestic and 


resources are easily substitutable, however, and 


vy and 7 dual-gap analysis clearly 
loses a t of its force, although there will still 
rce gap to fi This analysis proceeds 
nption that | 1e Sudan, over the 

Plan 


mest 


period in which we are 


l and foreign resources will 
lat the scope 


import 


ibstitutable, and t 
and 
yutput will 


nm investment 
! These assumptions are em 
Plan itself and can be justified by 
the low stage of development of 
economy and the structural rigid 
the low level of industrialization 
lependence on imported inputs, and 
strict control of consumption good 
imports 


We turn now 
requirements 


therefore, to the estimation of 


investment Savings 
6-year plan 


with par 


quirements and exports over the 
ning period 1977/1978—1982/1983 


dominant constraint. Two 
taken: a 7.5% annual 


which ts the target rate of growth 


ticular on the 
target rate { growth are 
growth 


f the Pla 


ind the less ambitious rate of 5.5 


us more realistic in the light of 


historica experience and our subsequent 


findings 


TIMATION AND EMPIRICAI 
FINDINGS 

1) Investment requirements 
The calculation of investment requirements 
estimate of the 
this esti- 
the act 
is also required that the ratio which has 
the past will prevail in the future 
Over a short period 
the ratio may not be an unreason- 
is emerging 
longed recession or there is envisaged 


lor growth first requires an 
capital—output ratio. If 
mate is based on historical time series 
of taith 


prevailed i 


incrementa 


over the planning period 
constancy 

able assumption unless the country 
from a pre 
a change in the structure of investment towards 
either more 

Attempts to 
regression analysis failed 


yr less capital-intensive industries 
ratio statistically 
using Year by 
there is extreme variability in the quantity of 
with a given change in 

therefore took the 
estimated the incremental capital 


estimate the 
year 
investment associated 
output. We 


period as a 


whole and 
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applying the growth for 
The average invest- 


output ratio (v) by 
mula g=s/v so that s/g 
ment ratio (comprising domestic and foreign 
saving) over the period 1960/1961—1974/1975 
was 0.134, and the average rate of growth of 
output was 0.055, giving an estimate for v of 
2.44.5 This may be on the low side for future 
years with the greater emphasis in the Six-Year 
Plan on investment in manufacturing industry 
The incremental capital—output ratio assumed 
by the Plan is 3. We decided to take the Plan 
figure of 3 in calculating investment require- 
ments. The figure is probably more realistic 
than the lower historical ratio, and using it en- 
ables us to compare our estimates of investment 
requirements on the same assumptions as those 
of the Plan estimates. Investment requirements 
in period ¢ are estimated as (g*v)Y¢, where 2" 
is the target growth rate 


(b) Savings 


Accepting the domestic savings data at its 
face value, the average propensity to save over 
the period 1960/1961—1974/1975 was 8.4%, 
and virtually constant. From the published stat- 
istics there is no evidence that the marginal 
propensity to save exceeds the average so as to 
produce a rising average propensity to 
through time. This conclusion is confirmed by 
statistical analysis. The level of saving, and the 
ratio of saving to national income, in devel- 
oping countries is likely to be a function of 
many variables affecting the ability and willing- 
ness to The main determinants of the 
ability to save are the level of income, the rate 
of growth of income and the distribution of 
income between rich and poor. The willingness 
to save will depend, in turn, on such monetary 
factors as the existence of acceptable and reli- 
able monetary institutions, the interest rate 
offered in relation to risk and time preference, 
and general societal attitudes to consumption 
and the accumulation of wealth. Having said this, 
the time-series and cross-section evidence for a 
wide sample of countries gives the strongest 
support of all to the Keynesian hypothesis that 
the level of saving is primarily a function of the 
level of income.® This also appears to be true 
for the Sudan. Various savings functions were 
experimented with including variables such as 
the rate of growth of income (following the 
life-cycle hypothesis) and export earnings,’ but 
only the absolute level of income appears to be 
Statistically significant. Adopting the simple 
Keynesian savings function, and regressing the 
level of domestic saving on gross domestic 


Save 


Save 


product over the period 1960-1975 gave the 


following result (standard error in brackets) 


S; = 8.464+0.084Y, (R? = 0.919) 


(0.006) 


where the units of measurement are in millions 
of Sudanese pounds. The correlation coefficient 
is extremely high, and the very small intercept® 
shows that the average and marginal propensities 
to save have been roughly equal over the period 
In projections of saving over the period 1977 
1978—1982/1983 this estimated Keynesian 
savings function is employed. Apart from the 
fact that other variables that might affect saving 
seem to be unimportant, the function has the 
advantage that Y; is predetermined by the 
growth rate assumed so that the level of saving 
associated with the growth rate assumptions 
can be predicted with some confidence. With 
other independent variables, even if they were 
important, they may not be easily predictable 
in the future, and therefore the future level of 
Saving to meet investment requirements at any 
assumed growth rate be equally un- 
predictable 


would 


(c) Import requirements 


The calculation of import requirements for 
growth requires an estimate of the incremental 
output—import ratio(AY/M = m),. This ratio can 
be calculated in an analogous way to the esti- 
mation of the incremental capital—output ratio 
by using the growth formula g = im, where i 
is the historical ratio of imports to income 
Thus m = g/i. The average import ratio over the 
period 1960/1961-—1974/1075 was 0.19, and 
the average growth rate was 0.055, giving an 
historical estimate for m of 0.29. Import re- 
requirements in years of the plan 
may be estimated as (g* /m )Y,. It is not possible, 
however, to attach any statistical significance to 
the estimate of m 

An alternative approach to the estimation of 
import requirements, which can be derived 
from the earlier growth formula, is to disaggre- 
gate imports into investment goods and con- 
sumption goods, and to estimate the import co- 
efficients attached to investment and consump- 
tion. This approach has the advantage in that in 
moving to a higher growth path it allows for a 
change in m if the import coefficient of invest- 
ment expenditure differs from that of consump- 
tion expenditure. m may rise or fall depending 
on the relation between the change in the growth 
rate and the change in import requirements as 
the investment ratio From the growth 


successive 


rises 
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equation g im, we can write 


g = (ij tic)m, (1) 


where i; is the ratio of investment good imports 
to income, and i¢ is the ratio of consumption 
good imports to income. Now i; and ic can be 
written as 


My 
) 


Mc 
} 


where My; is investment imports; Mc is 
consumption good imports; J is investment; C 
is consumption, and M;// and Mc/C are the 
import coefficients of investment and consump- 
tion, respectively. Substituting equations (2) 
and (3) into equation (1) gives 


good 


AY M; I Mc C\AyY 
) IY C Y/M 
Multiplying both sides by Y and M and dividing 


by AY gives 


(4) 


(5) 


With data on M, J and C, equation (5) can be 
estimated, and the parameter (import 
coefficients) on / and C can be used for fore- 
casting import requirements in the future con- 
sistent with the levels of investment 

sumption with the target 
Fitting equation (5) to Sudanese data over 
1960/1961—1974/1975 gave the 
following result (standard errors in brackets):? 


values 


and con 
associated growth 
rate 


the period 


VU 20.39 + 0.138(C) 
(0.053) 


0.6070), R’ 
(0.330) 


0.961 


The result is very much what one might have 
expected a priori, namely the import coefficient 
attached to investment expenditure is substan- 
tially higher than the coefficient attached to 
consumption expenditure. This reflects the fact 
that the Sudan is heavily dependent on invest 
ment good imports, while a much higher pro- 
portion of consumption expenditure is on 
domestically produced goods and consumption 
good imports are fairly strictly controlled. A 
common difficulty with this type of import 
function is that consumption and investment 
expenditure tend to be intercorrelated reducing 
the statistical significance of the estimated co- 
efficients. It appears that the coefficient on 
I is not well determined at the conventional 
95% level of confidence, but multicollinearity 


does not statistically bias the coefficient esti- 
mates themselves. This is the equation 
used for forecasting future import requirements 
on different growth assumptions. Like the 
savings function to be this import func- 
tion advantage that the inde- 
pendent variables are predetermined by the 
annual growth and the associated invest- 
ment requirements. In addition, 

a check, our historical estimate of the incre- 
mental output—import ratio of 0.29 is also 
While the latter approach holds constant 
the incremental output—import ratio, the dis- 
approach allows the implied esti- 
mate of m to vary as the economy moves to a 
higher growth path 


basic 


used 


also has the 


rate 
however, as 


used 


aggregated 


(d) Exports 


Sudan’s dominated by primary 
products, especially ground and 
gum Arabic. The volume of exports is largely 
determined by supply conditions, while earnings 
depend on supply and the price determined by 
demand conditions. Both supply 
are notoriously difficult to fore 
making the export earnings 
equally difficult. A good estimating equation 
explaining the past behaviour of export earnings 
much help if the independent variables in 
the equation cannot be forecast with any accu- 
racy are outside planning control. Exper- 
iments were made with various export demand 
functions making export earnings a function ol 
the price of exports and demand conditions in 
major importing countries, but the explanatory 
9 if export 
determined as 


exports are 


cotton nuts 


world and 


world prices 


cast forecast ol 


is not 


and 


power of the equations was low 


earnings are as much supply 
demand determined, the problem is measuring 
variations in supply. In view of these difficulties, 
a simple exponential trend rate of growth of 
exports is assumed, based on historical experi- 
ence. In fact, fitting an exponential trend to 
past data gives a better statistical fit than any of 
the more sophisticated export demand func- 
tions. The estimated trend equation is (standard 


error in brackets) 


+ 0.0641t, R? 
(0.0080) 


log X 3.992 0.827 


In estimating the export 
an export growth 


import gap, therefore, 


rate of 6.4] is assumed 


This compares with the growth rate assumed by 


the Plan of 11% per annum, which on the basis 
of the historical experience and recent trends in 
the world economy seems overoptimistic 
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Table 1. Estimates of the savings 


investment and export 


import gaps assuming a 5.5% growth of GDP. 


1977/1978—1982/1983 (£s million) 


Base year 
1976/1977 
2027.9 
178.8 
334.7 


GDP 1822 
Savings 155 
Investment 319 


Savings —invest- 

ment gap 164 
Exports 
Imports 


Export 
gap 


import 


Exports 
Imports! 


Export—import 


gap 164 137.0 2.0 


1978/1979 


1980/1981 1981/1982 1982/1983 


1979/1980 


2512 
219 
414.5 


2381 


2139.4 2 
188.2 208.5 
353.0 ] 392.9 


164 184 195 


259.4 ) 314 
463.2 


203 


259.4 
406.5 


147 


. 
Estimates based on the import coefficients of investment and consumption 


T Estimates based on the incremental output 


(e) The dominant constraint assuming a 
growth rate of 5.5% p.a 

The equations and parameter estimates in 
the previous section are now used to calculate 
the saving gap and the export 

import gap for each year of the Six-Year Plan 
First we assume a growth rate of 5.5%, which is 
a continuation of the past trend. Then in the 
next section we assume a growth rate of 7.5%, 
which is the target rate set by the Six-Year 
Plan, and our findings are compared with the 


investment 


discussion of future resource requirements con- 
tained in the Plan 

The year-by-year estimates of the ‘two-gaps’ 
assuming a 5.5% annual growth rate are shown 
in Table 1. The investment ratio is 0.165 as 
suming a capital—output ratio of 3. There are 
two estimates of the export—import gap 
based on the use of the estimated import co- 
efficients of investment and consumption; the 
other based on the use of the incremental out- 
put—import ratio. A value for m of 0.29 implies 
an import ratio of 0.19. The use of the import 
coefficients gives higher estimates of import 
requirements than the use of the incremental 
output—import ratio, implying a lower implicit 
value of m in the disaggregated approach. From 
equation (4), in fact, we estimate a value of m 
of 0.274 compared with the aggregate estimate 
of m of 0.29. If we were to take an average of 
the two estimates it would appear that the 
domestic resource gap and foreign exchange gap 
are of roughly similar magnitude, equal to 


one 


import ratio 


approximately £s 150 million in 1977/1978 
and increasing to £s 200 million in 1982 
measured at 1976/1977 prices. Domestic 
tion will, of course, widen the savings 


ment gap in absolute terms,!! 


1983 
infla- 
invest- 
and a rise in the 
price of traded goods will widen the export 

import gap, barring a sufficient improvement in 
the terms of trade. A deterioration in the terms 
of trade widen the export—import 


would gap 


even more 


(f) The dominant constraint assuming a growth 
rate of 7.5% p.a 


The ‘two-gaps’ associated with the growth 
target of 7.5% assumed by the Six-Year Plan are 
shown in Table 2. The investment ratio is 0.225 
assuming a capital—output ratio of 3, and the 
import ratio is 0.259 assuming an incremental 
output—import ratio of 0.29. Both gaps widen 
absolutely at the higher growth rate, but come 
closer together. The two approaches to fore 
casting import requirements give roughly similar 
results, with the disaggregated approach tending 
to give a slightly lower estimate. Evidently the 
implied value of m in moving to a higher growth 
rate rises above the aggregate estimate of 0.29 
Using equation (4), the implied value of m in 
the disaggregated approach is 0.308. The magni- 
tude of the two gaps in the terminal year of the 
Pian is roughly £s 400 million at 1976/1977 
prices. Both gaps will be widened in absolute 
terms by inflation, and a deterioration in the 
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Table 2. Estimates of the savings 


1977/1978 


1978/197* 


GDP 
Savings 


2105.5 
‘ 


185.3 


Investment 473.7 


Savings —invest 


ment gap 
Exports 
Imports 


Export 


gap 


import 


Exports 
Imports’ 


Export —import 


gap 164 278.3 301.2 


> 
Estimates based on the import coefficients of investment and 
import ratic 


Estimates based on the incremental output 


terms of trade will widen the 


gap further 


export—import 


4. A COMPARISON WITH THE SIX-YEAR 
PLAN PROJECTIONS 


with the 
which 


the results above 
Six-Year 


of 7.5 


How do compare 
Plan 
target growth rate The Plan does not 
provide an explicit projection of savings for the 
but it that the 
average propensity to rom 8.5 


in the 


projections of the uses a 


years considered does assume 


‘ 


save will rise 


base year to 13% in the terminal year im 
propensity to the 

This is expected to permit 
finance 48 f total 
financed 
investment 
excluding stocks, and 
output ratio 
: Anticipated saving, at 
48% of investment, would amount to 
fs 128] Since estimate of cumu 
lative saving of £s 1243 million is almost the 
same as the Plan estimate, despite the assump- 
tion of a lower average propensity to save, the 
savings and income projections of the Plan must 
be inconsistent 


marginal 


Plan period of 21 


plying a save over 


domestic resources to 
zross investment 


m external 


leaving 52% to be 
resources lanned 


over the whole period 
incremental 


70 million 


assuming a! capital 
f 3. is £s 26 
Planned 


million our 


The inconsistency is easily seen 
by applying the Plan’s assumed savings propen- 
sities to the target levels of 
would give a much higher 
saving than that anticipated by 
effect, the Plan 
Savings propensity as that used here 


income, which 
level of 
the 


assume 


forecast 
Plan. In 


seems to the same 


investment and export 
1982/1983 


import gaps assuming a 7 growth of GDP 


£s million 


19R0 1980/1981 1981/1982 1982/1983 
2811.8 
244.7 


632.7 


294.9 
666.3 


371.4 


294 9 
676.4 


381.5 


onsumption 


f cumulative investment re- 
192 million, but this includes 

Making a 9 
increases in the 
figure for cumulative investment 
of £s 2905 million, which is above the Plan esti- 


mate even though we use the same assumptions 


Our 
quirements is £s 
additions to stocks 


estimate 


( 
> 
5 


allowance for 
stocks (as Plan does) gives a 


requirements 


Again the figures in the Plan seem inconsistent 
The inc results from the fact that, as 
from Table 3 in Chapter 3 of the 

capital—output ratio applied to the 
in output is not always the specified 
Our that 


of invest 


onsistency 
can be 
Plan 
increase 
ratio of 3 


seen 
the 
estimate, therefore, is 
domestic saving will finance only 43 
ment requirements (net of stock increases) and 
that the absolute magnitude of the cumulative 
gap at constant 
net of stock increases 
fs 1949 million in total, compared with the 
Plan estimate of £s 1389 million. In our view 
the Plan underestimates the real magnitude of 


nvestment 
fs 1662 million 


savings prices is 


and 


the domestic resource gap 

Export earnings are assumed by the Plan to 
grow at 11% Pp.a., giving a cumulative total over 
the Plan period of £s 1881 million. This com- 
pares assumption of 6.4% growth 
which gives a cumulative total of £s 1617 million 
(at 1976/1977 Although the Plan ex 
pects sugar to emerge as a new export item, it is 
not enough in our view to justify such an opti- 
mistic growth rate 

On the other 


with our 


prices) 


hand, the assumed import 
growth rate of 10% is close to our own estimate 
of 11 (umulative import requirements are 


estimated by the Plan to total £s 3210 million 
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Table 3. Our projections and the Plan projections 
compared: cumulative totals 1977/1978—1982/1983 
£s million 
Plan Our projections 


1243 
3192 


1281 
2670 


Savings 


~* 
Investment requirements (2905) 


* 
Savings—investment gap 1389 1949 (1662 ) 


1617 
3602" 
36693 


1881 
32710 


Exports 
Import requirements 
1329 19851 


20524 


Export—import gap 


Excluding additions to stock 


Projection based on import coefficients of invest 
ment and consumption 
Projection based on the aggregate incremental out- 


put—import ratio 


Our calculations of import requirements are 
fs 3602 million using the import 


estimates, and £s 3669 million using the aggre 
import ratio. The Plan 


coetficient 


gate incremental output 


1. The classic studies have been: H. Chenery and M 
Bruno, ‘Development alternatives in an open economy 
the case of Israel’, Economic Journal (March 1962) 
1. Adelman and H. Chenery, ‘Foreign aid and econ- 
omic development: the 
Economics and Statistics (February 1966); H 
and A. MacEwan, ‘Optimal patterns of growth and aid 
the of Pakistan’, Pakistan Development Review 
(Summer 1966); H. Chenery and A. Strout, ‘Foreign 
assistance and economic development’, American 
Economic Review (September 1966); and H. Chenery 
and P. Eckstein, ‘Development alternatives for Latin 
America’, Journal of Political Economy (Supplement) 
(August 1970) 


case of Greece’, Review of 


Chenery 


case 


Year Plan of Economic and Social 
78—1982/83 (Khartoum: Ministry 


2. See The Six 
Development 1977 


7 


of Planning, 1977) 


3. The limitations and criticisms of dual-gap analysis 
are well-voiced in H. Bruton, “The two gap approach 
to aid and development’, American Economic Review 
(June 1966); and V. Joshi, “Saving and foreign ex 
change constraints’, in P. Streeten (ed.), Unfashionable 
Economics (London: Weidenfeld & Nicolson, 1970) 


4. See, for example, A. P. Thirlwall, Growth and 
Development: With Special Reference to Developing 
Economies, 2nd ed. (London: Macmillan, 1978) 
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therefore estimates an import gap ol 
fs 1329 million, while our calculations suggest 
import gap of approx. £s 2000 


A summary of the Plan projections and 


export 


an export 
million 
our estimates of the ‘two gaps’ is given in Table 


) 
5 


It can be that the Plan 
cumulative domestic resource gap and trade gap 
of roughly equal magnitude, with the domestic 
gap just dominant. Our calculations 
support the Plan conclusion that the ‘two gaps’ 
are of roughly equal magnitude. On the other 
hand, it appears that the absolute magnitude of 
both gaps (even at constant 1976 prices) has 
been underestimated. We estimate that the 
domestic resource gap and trade gap could both 
be nearly 50% higher than the levels estimated 
by the Plan. The Plan 
ment requirements relative to saving, and over 
estimates export earnings relative to import re- 
quirements. Foreign which 
were only sufficient to cover the dominant gap 


seen envisages 4 


resource 


underestimates invest 


resource inflows 
envisaged by the Plan would barely finance a 
the calculations in 


growth rate of 5.5% (see 


Table 1) 


5. Historical data were obtained from Department of 


Statistics, National Income Accounts, various issues 


Williamson, ‘Personal 
saving in developing nations: an intertemporal cross 
section from Asia’, Economic Record (June 1968); 
and H. Houthakker, ‘On some determinants of saving 
in the developed and underdeveloped countries’, in 
E. A. G. Robinson (ed.), Problems of Economic De 


velopment (London: Macmillan, 1965) 


6. For example, see J. G 


4 


Following the work of A. Maizels, Exports and 
Economic Growth in Developing Countries (London 
Cambridge University Press, 1968); and J. K. Lee, ‘Ex 
ports and the propensity to save in LDCs’, Economic 
Journal (June 1971) 


8. The constant term of £s 8 million compares with 
the average level of real income over the period of 
£s 653 million 


9. Exports may also have an import content. Includ- 
ing exports (X) in the import function, however, pro- 
duced a very low and insignificant coefficient on X 
and hardly changed the coefficient estimates attached 
to C and /. The estimated equation is 


M 21.85 + 0.134(C) + 0.6100) + 0.034LX) 
(0.078) (0.380) (0.300) 


R’ 0.969 
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Relating exports to a weighted index of GDP for 
major import countries (PW) and the relative price of 
exports (P,/PXW) gave the following result 


log X¥ = 93.01 +0.197 log(QW)—35.385 log(P,/PXW), 


(0.097) (61.1) 
R’ 0.303 


Unless the independent variables can be predicted with 


some confidence, however, the equation is not of 
much use for forecasting purposes even if the explan- 


atory power of the function is high 


11. This is a purely arithmetic point that a rate of 
growth applied to two unequal magnitudes will widen 
the absolute inequality 
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Brick Manufacturing in Colombia : A Case Study of 
Alternative Technologies 


MARY ANN BAILY* 


Summary. 
manufacturing industries, 
(DCs) 


There is systematic variation in size and capital-intensity across firms in LD 
variation which is greater than that observed in advanced countries 
[his paper examines the hypothesis that the pattern results from diffusion of superior 


modern technology which is proceeding at a slower rate in LDCs than in DCs. Evidence from 
the Colombian brick industry is presented which suggests that slow diffusion is not a sufficient 


explanation 


INTRODUCTION 


In both advanced and less developed coun- 
tries alike, there are systematic variations across 
firms in choice of technique and size of firm, 
but in LDCs the dispersion of firms is much 
more pronounced. Large, modern, capital- 
intensive firms with small, labour- 
intensive firms using very old techniques 

In the development literature, 
this phenomenon has been stylized as ‘dualism’ 
manufacturing is composed of a ‘modern’ 
and a ‘craft’ or ‘traditional’ 
Explanations have been proposed for the exist- 
ance of dualism, and its gradual disappearance 
over time has been seen as a key feature of the 
development 1 Dualism is only a 
stylization since case studies of industries show 
there is actually a spectrum of techniques 
Nevertheless, there is clearly a need for a theory 
to explain why the dispersion of firms occurs 
at all, and why the extremes of size and capital- 
intensity are so much more marked in LDCs 

One explanation is in terms of a process of 
diffusion. In any country, firms do not in- 
stantly adopt newly developed technology for 
two reasons 


coe x1st 


economics 


sector sector 


process 


(1) Information about it must spread 
throughout the industry. 

(2) The technology is usually embodied in 
new capital goods; it is adopted only when 
the replacement of existing equipment 


becomes profitable.? 


In a developing country, one might expect 
the diffusion process to take place more slowly, 
which would explain the bigger spread in the 
technology observed in place. Information, 
which comes from technologically sophisticated 
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countries, is likely to spread more slowly 
Managers in LDCs may be less effective profit- 
maximizers and therefore slower to recognize 
the value of new technology. Imperfections in 
input and output markets occur frequently in 
LDCs; these may weaken the cost advantage of 
the superior modern technology. The replace- 
ment cycle may thus be slowed and the tra- 
ditional technology may survive longer in spite 
of its lower productivity 

In considering the empirical validity of this 
explanation, one must bear in mind certain 
key elements in the diffusion model. The newer 
technology dominates the old and the pro- 
ductivity advantage is greater at higher capital 
labour ratios. Scale economies are more import- 
ant in newer technologies 

Therefore, the industry structure is changing 
over time in the direction of large capital- 
intensive firms. Since technology change con- 
tinues to occur, a stationary state will not 
necessarily be reached, but the distribution of 
firms will narrow until it more closely re- 
sembles that in DCs, and traditional small 
labour-intensive firms will be eliminated 


From the policy standpoint, this model 
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Agency for International Development and the Edna 
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bia, and the co-operation of brick industry manufac- 
turers and consultants were very important. The 
research assistance of Eleanor Sylvan and typing of 
Joann Young are gratefully acknowledged, as are the 
comments of Martin Baily and my colleagues at the 
Economic Growth Center. Of course, the responsi- 
bility for the views expressed in this paper is my own. 
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tends to support the ‘modern-is-better’ attitude 
found in many developing countries. It suggests 
that factor market imperfections allow obsolete 
technology to survive rather than (as others 
argue) premature adoption of 
socially inefficient technology. It portrays the 
traditional sector as composed of people not 
smart enough to see that they are 
Speeding up the diffusion process is a good 
thing. Efforts to provide small 
and medium-size firms are suspect on efficiency 
grounds. Any efforts to technology 
information should focus on spreading infor- 
mation about the superior modern technology, 
not on spreading information craft 
technology, or looking for productive 
forms of craft technology 


encourage 


obsolete 
assistance to 


provide 


about 
more 


For many LDCs, the model is plausible, fits 
and is consistent with 
aggregate However 
observation has often proved misleading in the 
past and industrial statistics can be difficult to 
interpret. For example, Colombian 
show that the size composition of industry is 
the direction of larger 
very 


with casual observation 


industry statistics casual 


Statistics 


changing over time in 
firms. However, the 

suitable for 
industry by 
contain a 

result. The 
(and in 


Statistics are not 
composition ol 
and are likely to 
bias towards showing that 


examining the 
size over time 
built-in 
industrial statistics in 
nearly all LDCs) include all of the 
and the great majority of medium-size 
firms but only a small fraction of the small 
firms. Very little information is available about 
the number of firms in the smaller size classes 
of any industry, so it is hard to know just what 
fraction is included in any given year. Firms 
generally grow over time. Some firms go out of 
business, and it is reasonable to think that 
turnover is greater among smaller firms. For 
both these reasons, the average size of firm in 
a sample will automatically over time 
unless adjustments are made for entry and exit 
But it is hard to make the correct adjustment 
The larger firms entering will tend to be in- 
cluded, but given the lack of information 
about small firms, it is very unlikely that small 
firms will be added to the sample in the right 
proportions to maintain a sample which accu- 
rately reflects the real size distribution of firms 
in the industry 
Thus, it is useful to look at a specific indus 
try at the micro-level. The Colombian clay 
brick industry is an excellent choice for such a 
case study. The technology in operation in the 
industry ranges from a modern, large, capital- 
intensive factory to tiny artisan establishments 
In this paper, 


Colombia 


largest 


grow 


using centuries-old techniques 


the question asked is, to what extent can the 
this industry be explained by a 
diffusion process? 

We conclude that the empirical 
suggests that this explanation is not sufficient 


structure ol 


evidence 


2. A BRIEF HISTORY OF BRICK 
TECHNOLOGY 


The main the production of 
clay bricks are the excavation and preparation 
of the clay, the forming and drying of the raw 
bricks, and the firing of the bricks in kilns. For 
each 


processes in 


alterna- 
manual to highly 


there is a variety of 


purely 


process 


tives available, from 
mechanized 
Until the 19th centry 


rized by hand-digging 


production 
natural weather- 
and batch 
temporary 


was 
characte 
ing, hand-making, outdoor drying 
firing in. primitive kilns, either 
structures (‘open clamps’) or simple permanent 
structures 

In the 19th 
oped which made as many as |5 bricks at once 


century, moulds were devel 
The process (the ‘soft-mud’ process) was mech- 
anized, using animal and then 
By the end of the century, a new alternative 


had been developed and 


steam power 
the extrusion process 
In the extrusion process, 
instead of being moulded, the bricks were 
extruded as a column of clay which was then 


was well established 


cut with a wirecutting machine 

Heated floors first used to speed up 
drying. Then chamber dryers used, in 
which hot air was circulated around the formed 
bricks. In 1845, a continuous process dryer (the 
tunnel dryer), was invented, although it did not 
become a practical alternative to the hot floor 
and chamber dryer until the end of the century 
In the tunnel dryer, bricks 
through a tunnel as warm air was passed over 
them 

In kilns, the important innovation was the 
Hoffmann kiln, invented in 1858. This kiln 
transformed the firing process into a continu 
was composed of a 
into which bricks 
The fire was moved from 
bricks in 


were 
were 


moved on cars 


ous process. It series of 
individual chambers 
loaded and unloaded. 


chamber to chamber as the 


were 


each 
chamber were fired 

With the 20th century came mechanization 
of the excavation step, with power 
bulldozers etc. There was a shift toward more 
elaborate preparation of the clay and the devel- 
opment of stone separation, crushing and 
mixing machinery. De-airing was introduced 
into the extrusion process. This is the removal 


shovels. 
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of air from the clay as it is being extruded in 
order to produce a denser, stronger product 

The tunnel kiln had been invented in 1840 
but was not adapted for brickmaking until the 
20th century. It, like the Hoffamnn kiln, 
involved a continuous firing process, but in the 
case of the tunnel kiln, the fire was stationary 
and the product moved through the kiln on 
Cars 

Finally, mechanical methods of handling the 
bricks within between 
developed 

Io summarize, there has been 
increase in the minimum scale of plant with the 
development of new technological alternatives 
particularly in the case of kilns. Generally, the 


and processes were 


a substantial 


newer the technique, the less labour is used 


relative to capital in each process, and some 
for unskilled labour has 
occurred. Also, for efficient operation, the 
tunnel kiln and tunnel dryer skilled 


management of temperature controls 


substitution of skilled 


require 


3. THE STRUCTURE OF THI 

COLOMBIAN BRICK INDUSTRY 
The characterization of technology is a 
difficult task. Even if we are satisfied with 
measuring the primary inputs, the 
ment of the capital input raises serious prob- 
lems. Book value is a 
depreciation relates much more to tax law than 
to the economic value of the capital. Although 
energy consumed and 
rated horsepower have sometimes been found 
to be correlated with other capital measures, 
the conceptual expecting 
correlation is weak. Replacement cost is per- 
haps the best alternative, but most firms have 
no idea what replacement cost is or even what 
the original cost of their capital was. Moreover, 
firms are suspicious of surveys and reluctant to 
waste their time gathering information. There- 
fore, we sought a method that would capture 
the main alternatives but would be feasible 

After preliminary factory visits and dis- 
cussion with local industry experts, the Colom- 
bian industry divided into eight major 
based on the 


measure- 


poor measure because 


electrical 


measures of 


basis for such a 


was 


categories of technology choice? 


observed in the 
(The 
to least 


major alternatives forming, 
drying and firing processes 
arranged here from most 
intensive, within each process.) 


Forming 


choices are 


capital 


semi-dry press process, 

extrusion with de-airing 
imported process, 
Colombian adaptation, 


extrusion without de-airing, 
manual moulding. 
artificial drying tunnel drying, 


chamber drying, 


Drying 


natural drying 
continuous kiln — tunnel kiln, 
Hoffman kiln, 
vertical flame 
(updraught ) 
inverted flame 
(downdraught) 
shows the combinations of choices 
tentative 
plant 
based on infor- 
co-operative 


Firing 


intermittent kiln 


lable | 
represented by the categories \ 


specification of a _ representative was 
prepared for 
mation from a 
firms. These were used in designing the survey 
instrument. Brief 
the production process were included in the 


lirm 


Cac h 
small 


category 
number of 


questions on key points of 


determine what each 


The results of the survey were used to 


survey to category 
was in 
modify the original categories and plant designs 
Then a single composite capital—labour ratio 
was computed for each of categories 2—8 from 
the modified plant designs. The capital figure 
was the approximate cost in Colombian pesos 
of purchasing plant and equipment new in 1975 
plus the costs of construction in 1975 for kilns, 
drying sheds, and simple factory structures.* 
Labour was the number of full-time production 
workers employed per month.® 

A capital ratio could not be com 
puted for category |. This category consists of 


very 


labour 


large-scale firm using a sophisti- 
Since the firm 
refused to incorporated in 
the analysis that infor- 
mation about it is available from other sources 
Although a capital—labour 
computed, there is no doubt that this category 
is the most capital-intensive 

Clearly the industry exhibits a range of tech- 
niques rather than a simple dualism. Neverthe- 
less, there is a major jump in the capital—labour 
ratio between categories 4 and 5; in terms of 
the ‘dualistic’ stylization, this would be a 
division between the modern and 


a single 
cated capital-intensive process 
co-operate it Is 


only to the extent 


ratio could not be 


reasonable 
the craft sector 

It is obvious that the capital—labour 
are very approximate. We know that there is 
variation within categories but we do not have 
the quantitative how large the 
variation is. Little significance can be attached 
to the numerical values; however, we feel that 
the ordering is robust. In this paper, capital- 
intensity is used mainly as an ordinal ranking of 
the categories.° 

Table 1, combined with the historical devel 


ratios 


data to say 
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Table 2. 





Category 


Vs size measured by employment 
Vs size measured by value of capacity output 


Kendal rank-order 
correlation coefficient 
(Kendall’s tau) 
0.5087 
0.5944 


Significance level 





0.001 
0.001 





opment of the technology, shows that, as the 
diffusion model assumes, capital-intensity and 
‘modernity’ of the technology generally give 
the same ordering of categories. There is one 
special case. Category 6 uses a Colombian 
adaptation of imported technology; foreign 
machinery has been reduced in size and copied 
for local manufacture. The original technology 
has been known for a long time; the adaptation 
began in the very early 1970s. More will be said 
about the significance of this later 

Size of firm was not used in the determi- 
nation of the categories. However, in the 
sample, size of firm proved to be strongly 
correlated with category and therefore with 
capital-intensity and modernity, as the diffusion 
model assumes. Two measures of size were 
used: total employment and value of capacity 


output.” Quantitative information was available 


for 47 firms in categories 2—8. The correlation 
between the ranking by size and the ranking by 
capital-intensity (as measured by category) is 
given in Table 2.® 


4. FACTOR MARKET STRUCTURE 


The ‘stylized fact’ about factor markets in 
the LDC manufacturing sector is: large, modern 
firms have higher wage/rental ratios than small 
traditional firms 

In the case of wages, this is based primarily 
on aggregate data which shows that the average 
wage increases with size of firm. This may 
represent different wages across firms for the 
same type of labour caused by a market imper- 
fection (tied, for example, to government 
labour legislation) which applies differently 
across firms according to their choice of tech- 
nology, or according to their size. Or it may 
result from a difference in the composition of 
the labour force across firms; worker character- 
istics, such as education and experience may 
vary systematically with technology or size of 
firm. 

In the case of the rental rate, little data is 
available but the rental rate may also vary with 
choice of technology (e.g. because of favour- 
able borrowing terms for the purchase of 


modern capital) or with size of firm. In another 
paper? we give a detailed discussion of the 
structure of Colombian factor markets, in 
general and in the brick industry specifically. 
We summarize it here 

The survey yielded consistent labour force 
data for 42 firms. Regressions were run relating 
the difference between a firm’s average pro- 
duction wage and the average for the sample 
to variables for education, experience, turnover 
rate, degree of unionization, size of firm and 
geographical region, in linear and log—linear 
form. The regressions were also run with 
dummy variables for the individual categories 

The results indicate that wage rates increase 
with size of firm as measured by capacity 
output. Both the regression results and the 
evidence of local brick experts indicate that 
the wage differential cannot be explained by 
differences in education, experience or stability 
of the labour force across firms. The dummy 
variables for category were generally not 
significant, suggesting that the differential is 
not related to technology choice per se 

Unionization was not significant in the 
regressions; the brick industry is not heavily 
unionized. However, evidence from the inter- 
views and other qualitative evidence suggest 
that this is probably a major cause of the 
relationship between size and average wage 
Labour legislation in Colombia specifically 
discriminates among firms on the basis of size; 
this reinforces the usual arguments about why 
the threat of unionization is more important 
to larger firms 

It was difficult to obtain direct quantitative 
data on capital costs for individual firms 
However, a study of the lending policies of the 
major sources of industrial credit leads to the 
conclusion that capital access does differ across 
firms. An elaborate system of capital market 
controls gives wide scope for the use of non- 
economic factors in credit allocation. Capital 
access may depend to some extent on the 
nature of a project.*° But much more import- 
ant to capital access are characteristics of the 
borrower such as family background, social 
position and educational background. The 
survey showed that the larger, more capital- 
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output, and family 


as measured by 
and educational 


of firm 
position 


entrepreneurs 
background 


with better capital 
background of owners 


intensive firms had with the 
social 


characteristics associated 


access 
In sum, our 


the predicted association between size 
and a higher wage RELATIVE PRODUCTIVITY BY 
is not directly CATEGORY 


evidence indicates that there ts 
moder 


ity and capital-intensity 
rental ratio. The association 
to the type of technology chosen by 
characteristics of the 


importantly, 


to other The diffusion model assumes that modern 
dominates craft technology, i.e. is 


firm, but to 
its owners 


size technology 


most 
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Figure |. Fixed capital and labour coefficients (forming, drying and firing) 


Footnotes at foot of page 207 
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more efficient in the use of both capital and 
labour. This assumption has been much debated 
in the development literature. The debate is 
complicated by the fact that the production 
function is usually presented in terms of two 
homogeneous factors of production, labour and 
capital, while it is recognized that modern 
technology often requires a different labour 
skill mix as well as a different kind of entre- 
preneur. In the brick industry, there are also 
differences in the kind and amount of fuel per 
unit of output 
One approach 
different techniques directly, valuing input and 
output characteristics at the prices faced by the 


would be to compare the 


data on the actual operations of Colombian 
firms; machines and people may operate differ- 
ently than expected under everyday conditions 
in a developing country."! 

One aspect of this is the quantity and qual- 
ity of the managerial input, which is hard to 
measure but very important.'? The high profit 
which Colombian accountants believe 
characterize large modern firms may be evi- 
dence for the greater productivity of the mod 
ern technology or they may represent rents 
to scarce entrepreneurial skills and/or rents to 
the entrepreneurial characteristics which give 
favourable access to investment funds 

We had originally hoped to get microdata of 


rates 


sufficient quality to enable us to tacke the 
problem directly, but this goes to the heart of 


the most sensitive issue to the businessman, his 


firms and at appropriate shadow prices. This 


must be done using not only the technical data 
on machine capacities, staffing ratios etc. but 


Notes: Some important reasons why the isoquants shown are very approximate 
1. As noted earlier, the pattern of shift-work did not differ across firms within categories, but there was vari- 
ation in the number of firings of the kilns per unit of time and the intensity of machinery use within a shift, 
across firms as well as across categories. Also, utilization rates varied for the same firm at different points in time 
2. There were variations in fuel efficiency, across firms within the same category, and in the same firm at 
different points in time. Fuel use varies with 

(a) the content of sand and other substances in the clay; 

(b) the moisture content of the product at the end of the drying process; 
(This means that fuel use varies with the weather, since both artificial and natural drying are less efficient in wet 
weather; in the wet seasons, the kiln does some of the drying. Also, minor variations in construction of the 
drying sheds can affect drying efficiency.) 

(c) the altitude; 

(d) the design of the kiln, within a particular kiln type 
(Minor variations in the structure of the air vents etc., can have major effects on fuel efficiency.) 
3. Not all inputs were included. For example, the labour coefficient includes only production labour, not 
managerial labour. Land is not included, either land for the factory or the land which comprises the clay re- 
serves. It is virtually impossible to value the land in a consistent meaningful way, because typically the brick 
factories (of various sizes and categories, side-by-side) are located on land on the outskirts of the major cities 
land which is unsuitable for agriculture and whose value is expected to increase as the city grows. In many cases 
removal of the clay makes the land more suitable for eventual development 

Some specific points on a comparison of categories 3 and 4, and categories 5 and 6 

Category 3 is dominated by category 4, given the coefficients shown. The difference between these two 
categories is in the use of artificial drying. Category 3 uses more fixed capital (in the form of the cost of the 
artificial dryer) and more fuel, but it uses less land and less working capital, since the drying time is shortened 
of the difference 
The difference 

However, to 


The change in the value of work in progress between the two categories is at most about 5 
in fixed capital cost between the two categories, which is a negligible addition to the capital cost 
in land per thousands of pesos of Q — F (value of output less value of fuel) is substantial: 5.7 mt? 
balance the Col. $8000 difference in fixed capital investment, the land would have to cost about Col. $1400/mt 
or Col. $14,000,000/ which is a very substantial sum indeed (over US $400,000/acre) especially when it is con- 
sidered that the land will appreciate in value while the dryer will depreciate. Thus the difference in land and 
working capital costs is unlikely to be sufficient to justify the increased fixed capital investment 

Category 5 seems to be dominated by category 6. The main difference between these two categories is in 
the use of a simple domestic machine in preparation and forming in category 6 compared to larger and more 
expensive imported machinery in category 5. The utilization rate has been assumed to be rather low in category 
5 (about 60%) on the grounds that this is representative, while the utilization rate in category F has been as- 
sumed to be 100 To make a rough correction for this, if it is assumed that factors can be adjusted proportion- 
ally to give 100% utilization in both categories, then the capital coefficient is very close to that in category 6 
(The capital coefficient for preparation and forming is still somewhat higher in category 5 than in category 6, 
but this is offset by the lower coefficient for firing.) Thus it seems that an important aspect of the Colombian 
capital is the fact that it enables firms to produce at lower scales of production without having underutilized 
Capacity 
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profitability, and we were unsuccessful. We did 
get enough evidence to convince us that the 
validity of the assumption of differential pro- 
ductivity is by no means obvious 

Some of this evidence is summarized in 
Figure 1. The value of output less the value of 
fuel (at actual domestic prices) was computed 
by category from the plant designs and used as 
a rough measure of output. The figure shows 
production labour and fixed capital per unit of 
output for categories 2—8; this gives an approxi- 
mation of a unit isoquant (at the scale of oper- 
ation assumed for the representative plant in 
that category, i.e. incorporating any economies 
of that may exist). The plant designs 
incorporate a host of approximating assump- 
tions there were substantial variations in 
the efficiency of firms within categories in their 
of the same technique: variations 
firm to firm, and for the same firm over 
(The notes to the figure contain further 
of the more important 
aspects of this.) The figure is far from conclus- 
ive but it suggests that neither the craft nor the 


sc ale 
since 
use basic 
irom 
time 
o! 
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modern technology clearly dominates. With 
due for data errors, the alternative 
techniques appear to lie approximately on an 
isoq uant 


allowance 


6. EVOLUTION OF THI 
OVER TIMI 


INDUSTRY 


relative 
the in- 
diffusion 


the 
see if 
the 


cannot resolve 


question, 


Although we 
productivity can 
dustry is evolving over time 
model predicts 

If the technology the old, 
new firms should be large, modern and capital- 
intensive. Old firms should gradually become 
so as expected profits from the change domi- 
nate the costs. Some new small-scale firms may 
be set up with cheap second-hand capital goods 
by the modernizing firms, since if 
market in second-hand capital 
goods, their prices must adjust until the old 
capital is competitive with the new. This 
phenomenon can persist until the old capital 


we 


as 


new dominates 


discarded 
there is any 


Table 3 


Current category 


Vs age of firm 
Vs employment at end of first year 


Age of firm 
Vs current size measured by employment 
Vs current size measured by capacity 


No. of firms known 
to have started in 
No same category 


Category of firms 


Total 





Kendall correlation coefficient 


_ > 
Pearson correlation coefficient 


No. of firms for 
whom initial 
category unknown 


Significance level 


0.2167 
0.3550 


0.024 
0.002 


Significance level 


0.3082 
0.1791 


0.018 


Changes in category 


No. of firms set 
up in 1970s 
and category 


Others 


0 One firm started 
in category 4 
0 0 
2 Two firms started 
in category 4 
One firm started 
in category 5 
0 
0 
0 
0 


4 





* Pearson correlation coefficient can be used because age and size are both interval-level variables 
t Categories 3 and 4 are identical except that category 3 firms have chamber dryers which may be used to dry 


part of the output. All the firms acquired their dryers after the start of the firm and at about the 


early 1970s), so all moved from category 4 to category 3 
t Both started in category 4 


same time (the 
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wears out or is unprofitable to operate even at 
a zero price (e.g. because of high running costs) 

Although historical information was difficult 
to obtain, the survey provided data on the age 
of the firm, the size of the labour force at the 
end of the first year of operation and the ages 
of the major items of capital equipment, as 
well as whether they were bought new or 
second-hand 

Table 3 shows that the more modern, larger 
firms tend to be older, not younger, although 
the correlations not strong. More direct 
evidence is provided by looking at changes 
in category size of individual firms over 
time. The data were sufficient to identify an 
initial category for 37 of the 48 firms (the 
remaining 11 the oldest firms; all date 
from 1957 or earlier). Categories 3 and 4 are 
identical except that category 3 firms have 
chamber dryers which may be used to dry part 
of the output. All of the firms in this category 
acquired their dryers after the start of the firm 
and at about the same time (the early 1970s), 
so all moved from category 4 to 
(and two firms may have moved 
other category since their initial category could 
not be determined). However, with that excep- 
tion, Table 3 shows that the general picture is 
not one of firms changing categories to become 
more modern. Of course, for 11 firms, nearly 
one-fourth of the sample, we do not know the 
initial category. But eight of the 11 are still in 
categories 5—8, the ‘craft’ sector, even though 
they are among the oldest firms in the sample 

One-half of the sample consists of firms 
during the construction boom in 
All of these firms are still in 
the same category they started in except the 
two which moved from category 4 to 
gory 3. The distribution of firms by category in 
this sub-group is not that different from the 
distribution of firms in the sample as a whole, 
contrary to the prediction that only modern 
firms would be set up 

The survey showed that firms generally do 
grow over time. The change in the labour force 
is biased downward as an indicator of change in 
firm size, because of a severe slump in demand 
at the time of the survey and also because the 
capital—labour ratio and the output—labour 
ratio are likely to increase with size. Neverthe- 
less employment had increased for 36 of the 
firms and decreased for only seven (unknown 
for five). Capital equipment had generally been 
added over time. However, Table 3 suggests 
that growth comes primarily within the same 
category or with a movement to the next 
category only 


are 


and 


were 


category 3 


irom some 


established 
the early 1970s 


cate- 
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The age of the firm can be ambiguous. Many 
firms had changed their form of legal organiz- 
ation and their shareholders over time and it 
was not always clear what date to take for the 
founding of the company. Thus it is useful to 
look at the major items of capital equipment to 
see if there is a pattern of introduction of 
technology of time. If the age of the equipment 
is uniformly older, the higher the category 
number, then one could argue that coexistence 
of the categories represents the phenomenon of 
gradual adjustment by investment in the new 
technology. Modernizing firms are selling off 
their outmoded equipment to other firms but 
the category will disappear when this equip- 
ment wears out 

Table 4 gives data on the machinery used in 
the preparation and forming processes in those 
firms which use machinery. Table 4 shows that 
the importance of second-hand machinery does 
increase as the modernity of the category de- 
creases. However, the introduction in category 
6 of the Colombian adaptation of the type of 
machinery used in category 5 suggests that the 
technology represented by the second-hand 
machinery is not Although the 
average age of machinery in category 7 is high 
the standard deviations are large and there is 
some relatively machinery used in the 
category 

Table 5 shows the average age of the kilns in 
the sample. The kilns vary widely in age and 
there not seem to be any clear pattern 
between age and modernity of kiln type 


obsolete 


new 


does 


7. CONCLUSIONS 


The evidence does not support the hypoth- 
esis that the brick industry is tending toward a 
structure in which most firms are modern, large 
and capital-intensive, and the traditional labour- 
intensive categories are eliminated. Although the 
direct evidence on relative productivity of the 
categories is inadequate, the indirect evidence 
indicates that it is worthwhile to set up 
firms with craft technology. It is interesting 
that in the construction boom of the early 
1970s, the industry seemed to expand across 
the board. The largest, most technologically 
sophisticated brick factory in the country (in 
category |) was built. Category 3 was created, 
with the introduction of artificial chamber 
dryers for the first time in Colombia. But this 
was also the period of introduction of an adap- 
tation of imported technology, the Colombian- 
produced de-airing extruder, which enabled 
firms to be smaller in scale, and less capital- 


new 
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intensive. In addition, there was a great expan- 
sion in the number of tiny artisan firms which 
use technology even simpler than the simplest 
crait technology discussed here 


The diffusion model is not a good descrip- 


this The structure to this 
author looks more like the long-term coexist- 
ence of a set of representative firms with 
little tendency for the dispersion to become 
narrower 

In another paper (Baily, 1979: see note 9) 
we have argued that the empirical evidence is 
consistent with a model in which there is only 
one industry production function, but factor 
market imperfections create an environment in 
which profit-maximizing 
different constraints 
build firms in the 
different 
function) 

The input market imperfections 
extent be 


tion of industry 


entrepreneurs face 
and therefore 
different 


points on the 


choose to 
categories (1.¢e 
choose production 
which can 
great government 
policies, have existed for a long time and show 
little tendency to change (although the whole 
wage structure is moving upward over time) 
Thus the industry is likely to continue to 
develop with a structure of parallel lines of 
entrepreneurs who never meet. The individual 


to a traced to 
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categories change over time, but the co- 
exsistence of different categories is not tending 
to be eliminated 

The evidence presented is for only one 
industry, but the conclusions probably apply 
more generally. The coexistence of widely 
different techniques of production is character- 
istic of other industries. The input market 
imperfections are not unique to the brick in- 
dustry, but operate throughout the economy 
rherefore it is likely that the results would be 
duplicated in other industries 

The analysis suggests that modern may not 
be better. Although it is hard to measure pro- 
ductivity directly, what data there is suggests 
that the craft technology is not 
dominated know that in addition to 
capital, unskilled labour and fuel (which are 
incorporated in Figure |), modern technology 
does tend to use more of other factors that are 
in short supply such as managerial labour. Since 
the market imperfections are such that the 
wage/rental ratio that produces the large 
capital-intensive modern-style firm is farther 
from the opportunity wage/rental 
ratios that for the smaller firms, perhaps the 
‘right’ industry structure would eliminate the 
large firms rather than the small firms 


may 


necessarily 


and we 


social cost 


NOTES 


1. See, for example, R. Nelson, T. P 
R. L. Slighton 
Economy (Princeton, NJ 
1971), Chap. 4 


Schultz and 
Change in a Developing 
Princeton University Press, 


Structural 


See W. G. Salter, Productivity and Technical 
Change , 2nd ed. (London: Cambridge University Press, 
1969), for further discussion 


3. There was an additional category of tiny artisan 
establishments using temporary kilns (open clamp 
kilns) which we have not included in the study be- 
cause it was impossible to get any survey 
them 


data on 


4. Since the more capital-intensive categories tend 
to use more imported machinery and historically the 
Colombian exchange rate has generally been over- 
valued, the use of social opportunity cost prices 
instead of peso prices would not change the order of 
the categories and would increase the dispersion of 
the capital-intensities 

5S. The pattern of shift-work did not differ across 
firms within categories. There was variation in the 
number of firings of the kilns per unit of time and the 
intensity of machinery use within a shift, across firms 
and across categories The composite capital—labour 
ratio for the category was adjusted in a rough way to 
reflect the pattern of utilization that was representa- 


tive of the category operating at capacity as defined in 
note 7. In other words, since the capital figure is a 
stock figure and the labour figure is number of full- 
time workers per month (hours per month per full- 
time worker did not vary across firms) the composite 
ratio implicitly incorporates the choice of capital 
utilization rates as well as size of capital stock 

Further details of the data and representative plant 
designs can be obtained in M. A. Baily, ‘Technology 
choice in the brick and men’s leather shoe industries 
in Colombia’, final report to Agency for International 
Development, Contract No. AID/otr C-1326 (1977), 
or by request to author 


6. Also, we should note that by specifying the 
industry narrowly, product heterogeneity was greatly 
lessened but not eliminated. Within the clay brick 
industry, there are different products whose character- 
istics are related to variations in choice of technology 
However the products are much closer substitutes 
than in broader industry classifications and no tech- 
nology category produces a product which has no 
close substitute produced by some other category 


7. Capacity output was defined as the value of 
output that the firm would be willing and able to 
produce, on a long-term basis, with no more than a 5% 
additional expenditure on plant and equipment, and 
with as many additional workers as would be needed 
(assuming that they could be hired at the current 
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wage rate, and that all output could be sold at current 
prices). Since the industry was experiencing an un- 
anticipated slump, which was having uneven effects 
across the industry, it is felt that capacity output is 
the best measure of size of firm available 


8. Kendall’s tau is used as a measure of correlation 
because it requires only that the two variables be at 
least ordinal in scale and numeric in type; it does not 
depend on the normal distribution. The Spearman 
rank-order correlation coefficient could also have 
been used since there is no fixed rule about selecting 
one over the other. See N. H. Nie, C. H. Hull, J.G 
Jenkins, K. Steinbrenner and D. H. Bent, Statistical 
Package for the Social Sciences, 2nd ed. (New York 
McGraw-Hill, 1970), pp. 288—290, for a discussion of 
these two statisistical measures. 


9. M. A. Baily, ‘Factor market structure and tech- 
nology choice in the Colombian brick industry’, 
Journal of Development Economics, Vol.6 (1979), 
pp. 573-589 


10. Formal credit lines generally require the security 
of a machine or building and thus to some extent 
encourage the use of capital relative to labour. Credit 


terms tend to be better for imported machinery than 
for domestic machinery, since the former comes 
from large international companies with favourable 
access to capital themselves, and the latter is generally 
made in small Colombian workshops, which have 
poor access to capital. Of course any lender will be 
interested in the ability of the borrower to repay the 
loan, which gives him an interest in the profitability 
of the project 


11. For example, we found evidence of significant 
variation in the productivity of equipment as used in 
Colombia compared to the original models in foreign 
countries, particularly in the more sophisticated 
categories. Minor differences in construction and 
operation techniques led to lower efficiency in the 
Hoffmann and tunnel kilns. None of the chamber 
dryers in the sample worked as well as they had been 
expected to, and several did not function at all 


12. The quantitative data on labour force compo- 
sition showed that while production workers hardly 
differed at all in skill level (being all relatively un- 
skilled), the managerial staff tended to be better 


educated in the more modern categories. There was 
qualitative evidence that the more modern the firm in 
technology, the more sophisticated the entrepreneurs 
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Comment on Isenman, ‘Basic Needs: 
The Case of Sri Lanka’ 


P. J. RICHARDS 
International Labour Office, Geneva 


Isenman’s article, ‘Basic needs: the case of 
Sri Lanka’ [World Development, Vol. 8, No. 3 
(March 1980)], clearly points out the 
action of social policies and economic growth 
and for that it is to be commended. However 
Isenman goes too far in claiming that social 
programmes can by themselves lead to ‘striking 


inter 


progress in the underlying social objectives of 
development process’. The ex 
perience of Sri Lanka is to my mind more com- 
plicated than that 

First of all 
needs is personal. Basic needs are allegedly not 
the same thing as equality of distri 
bution; the unemployed apparently do not 
represent a basic-needs problem. A basic-needs 
approach, however emphasizes 
human capital, productivity and incomes of the 
poor 

Others may, however, feel that employment 
is a basic need, or, as the ILO put it, ‘freely 
chosen employment enters into a 
policy both as a means and as an end’.* Further- 
more calorie consumption, an indispensable 
social indicator, largely reflects household in- 
come and expenditure. In a poor country with 
a low growth rate any reasonable nutritional 
target is likely to perhaps not total 
equality of income distribution but increasing 
equality of income distribution 

Isenman accepts that Sri 
country. Presumably, therefore, one of the 
underlying objectives of Sri Lanka’s 
economic development should be to reduce or 
eliminate poverty. Basic-needs satisfaction, as 
expressed by levels of social indicators, gives us 
a measure of poverty. Clearly conditions of 
good health and adequate nutrition reflect less 
poverty than ill-health and undernourishment 
But social indicators can tell us less about the 
generation and transmission of poverty For 
this reason the ILO felt that 
basic needs cannot be achieved 
access to the use of productive resources by 
the lowest income group’ 


the economic 


Isenman’s definition of basic 


income 


increasing 


basic-needs 


require 


Lanka is a poor 


social 


‘satisfaction of 
without 


In Sri Lanka it would then be legitimate to 
ask whether widespread health 
food programmes have themselves generated a 
more equal distribution of income, whether 
they can be expected to do so in the future 
(intergenerationally) and whether other steps 
have been taken to ensure the access of the 
poor to productive assets 

On the basis of Alailima’s work on the in 
cidence of taxation and the distribution of the 


education and 


benefits of government expenditures by income 
group, Isenman concludes that service and sub- 
sidy programmes have had a significant equal- 
izing effect on incomes. This would be so if one 
adds to personal income the cost of providing 
services enjoyed, as in Alailima’s study. How- 
ever, if instead whether widespread 
education programmes in the 1950s and 1960s 


one asks 
are now producing a more equal distribution of 
earnings in the 1970s and 1980s the answer can 
well be negative 

For this number of 
Firstly the children of the poor still 
considerably less education that the children of 
the rich.® 
of education 


there are a reasons 


receive 


Secondly they receive a lower quality 
Thirdly, as Isenman points out, 
education helps those with access to new tech 
nologies to benefit from them; in which case it 
can hardly benefit the Fourthly, 
although income differences between levels of 
education have narrowed, 
between occupations have not 

Starting wage of a government clerk was 3.2 
times that of an agricultural labour in 1953 and 
3.1 times in 1973.° 

Improved health and nutrition can help the 
man work harder. Food subsidies may 
have encouraged the landless to migrate to 
semi-jungle areas bring barren land into 
productive use. But the bulk of the poor are in 
the land scarce south-western areas of Sri Lanka 
and the 30% of rural labourers who reported 
working for less than 3 


landless 


income differences 


narrowed. The 


poor 


and 


30 hr per week in 1973 
were, on average, available for another 19 hr of 
work, If there is no work available then im- 
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proved working strength is meaningless 

Between generations low occupational status, 
landlessness and below average education levels 
are almost certain to be repeated. Caste identity 
furthermore must be repeated.* Jiggins writes 
that about one-third of the Sinhalese belong to 
the two major low caste groups compared to 
the over one-half who are goyigama. The latter 
have provided 10 times as many MPs as the 
former groups 

That Sri Lanka has not so far managed to 
give the landless substantial access to the most 
obvious productive asset, namely land, is amply 
borne out by those who have written on the 
fate of the Paddy Lands Act of 1958,? which 
intended to confer heritable nghts on 
sharecroppers and contain rent levels. Gold,'® 
indeed, points out that even its defenders 
hardly expected the Act to be successful. In 
1972 all privately owned land of over 25 acres 
of paddy or 50 acres of tree crops was national- 
ized. Precisely 18,000 acres of paddy land were 
expropriated. I have calculated elsewhere that 
the average over 50 acre holding remained be- 
tween 70 and 80 acres after land re- 
form 


was 


between 
il 


(The 1975 land reform affected pub- 


lic companies in toto.) 

One more point is that unemployment can- 
not be so lightly dismissed. The, especially male, 
children of the poor are more likely to be un 
employed whatever their age and education 
level. They are furthermore less likely to be 
employed. Children of the poor 
earlier but apparently find work more slowly 
than children of the rich. Income foregone 
through youth unemployment would seem to 
be not only relatively but absolutely higher for 
the poor than the rich.!? 

These comments are not intended to belittle 
the efforts and the willingness of successive Sri 
Lankan governments to improve the quality of 
life of their people. But the successful social 
programmes of Sri Lanka can better be seen as 
part of an overall compromise ‘imposed’ on a 
nation of conflicting interest groups which has 
left the overall social structure untouched. On 
this interpretation Isenman, ironically, is cor- 
rect in writing that social programmes have sub- 
stituted for the more radical redistribution of 
assets and incomes. However, these two alter- 
natives should not be expected to achieve the 
same results 


leave school 


NOTES 


1. However, I agree that ‘one could, thus, hardly 
recommend Sri Lanka as a model for countries inter- 
ested in basic needs to emulate’. See P. Richards and 
W. Gooneratne, Basic Needs, Poverty and Government 
Policies in Sri Lanka (Geneva: ILO, 1980), p. 3, ‘Three 
opposing factors (to the ‘Sri Lanka basic needs model’) 
can be identified the low over-all level 0: economic 
growth, the extent of unemployment and the perpetu- 
ation of poverty together with insecurity.’ 


2. World 
Principles and Programme of Action (Geneva 
1976) 


Employment Conference, Declaration of 
1976) 


~ 


3. ILO, op. cit 


4. As M. Leonor and I argue in our forthcoming 
study, Education and Income Distribution in Asia 
(London: Croom Helm). We argue that household 
background factors are likely to remain far more 


influential than schooling factors in determining the 
distribution of ability creation. 


5. Richards and Gooneratne, op. cit., p. 27 
6. Richards and Gooneratne, op. cit., p. 45 


4 


Labour Force Participation Survey (Central Bank 
of Ceylon, 1973) 


8. J. Jiggins, Caste and Family in the Politics of the 
Sinhalese 1947-1976 (London: Cambridge University 
Press, 1979). 


9. Richards and Gooneratne, op. cit., p. 100. 


10. M. E. Gold, Law and Social Change: A Study of 
Land Reform in Sri Lanka (New Y ork: 1977). 


11. Richards and Gooneratne, op. cit., p. 93. 


12. Richards and Gooneratne, op. cit., p. 66 
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Reply 


PAUL ISENMAN 
The World Bank, Washington, D.C 


Richards raises some interesting issues with 
implications not only for judgements on Sri 
Lanka but for underlying approaches to devel- 
opment. Before commenting on them I would 
like to take the chance to acknowledge the debt 
my article owes to Richards; I have benefited 
from his 1969 and 1980 books on Sri Lanka,! 
his comments on an earlier draft of the article, 
and his role in commissioning other ILO-spon- 
sored work on Sri Lanka (including the excel- 
lent study on fiscal incidence by Alailima on 
which I drew).? 

I am perplexed by Richards’ disagreement 
with my statement that social programmes can 
lead to striking progress toward social objec- 
tives. Is Richards saying that there can be no 
progress toward any social objectives unless 
there is progress toward all social objectives? In 
my view, attaining levels of life expectancy and 
education unheard of for such a low-income 
country is indeed striking progress 

As best as I can make out, my major sin is to 
have used a ‘personal’ definition of basic needs 
which differs from his definition. But though 
Richards quotes an ILO document, his (implicit) 
definition is surely personal as well and not that 
of the ILO — particularly in the degree of em- 
phasis he puts on income distribution as an ob- 
jective or necessary means. This disagreement 
on definitions raises several questions of broader 
applicability. To what extent should basic 
needs focus on relative rather than absolute 
poverty? To what extent should the means of 
achieving basic needs or related objectives be 
built, as necessary conditions, into its defi- 
nition? How far down a hierarchy of needs 
should the definition extend? And to what 
extent should other objectives be built into the 
definition as well? 

The short answer to all three questions is, | 
suppose, that anyone can define basic needs the 
way he or she wishes. However, going beyond 
personal preferences, there is general agreement 
among nations and individuals about the im- 
portance of relieving absolute poverty. There is 
much less agreement about the priority to be 
given to relieving relative poverty important 
though it is as a social objective and as a means 


particularly 
3 


of relieving absolute poverty 
when choices must be made between the two 
The basic-needs approach, as interpreted by the 
ILO and by most, though not all, of those 
writing on this topic, has sought to appeal to 
the wide political spectrum of concern for ab- 
solute poverty 

Neither my definition nor Richards’ is meant 
to include the full set of relevant economic, 
social, political and other objectives on which 
individuals and nations base their decisions. But 
there seems to me strong merit both in giving 
the absolute levels of health/education/nutrition 
of the poor substantial weight within this set 
of objectives, and in defining the term ‘basic 
needs’ (or some substitute therefor) to describe 
this subset of objectives narrowly, so that with 
in reasonable limits neither the means of achiev- 
ing it nor other less basic objectives are included. 

Richards and I agree (‘ironically’ or not) that 
the distribution of income (Section 3 of my 
article) is important, that Sri Lanka has carried 
out little redistribution of assets, that ‘unem- 
ployment is a very serious problem in Sri Lanka’ 
and that education/health/nutrition programmes 
and ‘more radical redistribution of assets and 
incomes . should not be expected to achieve 
the same results’. Much of our apparent dis- 
agreement comes simply from the question of 
what ought to be included in the definition of 
basic needs. 

There is, though, one analytic point on which 
Richards and I seem in disagreement and which 
is important for the allocation of scarce re- 
sources to basic-needs programmes. This arises 
in his effort to discount Sri Lanka’s heavy reli- 
ance on redistribution (by fiscal means) to meet 
basic needs. He argues that education can con- 
tribute to inequality in incomes in the next gen- 
eration. But from a basic-needs perspective 
his or mine — this is the wrong question. Rather, 
the question is whether the extension of basic 
(primary or adult) education increases the ab- 
solute or relative incomes of the poor. Since it 
is the children of the poor who do not com- 
plete primary education, its spread will improve 
the absolute incomes of poor families (and in 
Sri Lankan circumstances their relative incomes 
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as well).4 M the interlinked effects 


he poor of 


re generally 


primary education, higher 


lower fertility, and higher in 

in fact that programmes affecting 
them will often have their strongest effect after 
a one generation lag.” 
of parents who have primary education tend to 
mortality, to go 


For example the children 


and child 


and | have 


have lower infant 


further in school fewer siblings 
family resources 
that the way in which 
needs can lead to 
yr obscuration of 
along 


one reason 


and 
that 
term as 


related between North 


its interpretation and intent 


with differences 
South on 

basic needs has not been as useful a 
a couple of years ago 


turn out 


many of us had hoped 
seems to me it will 
major impact on the 
development 

an explicit focus on 


poverty 


Nonetheless, it 


to have a evolution of 


thinking about because it has 


emphasized the need for 


non-income aspects ol because it 


has led to greater recognition of the striking 


links among redress these various 


yf poverty 


steps to 
and because it has helped 
health and nu 
important 


aspects 
to makt 
trition better 
as well as ends of development 


primary education 


recognized as means 


NOTES 


Richards and Wilbert Basic 
erty and Government Policies in Sri Lanka 
(Ge ILO, 1980) Richards and E. Stout 


until 1975 (Paris 


Csooneratne, 


Peter 
jece igriculture in Ceylon 
OK Development Centre, 1969) 

incidence in Sri Lanka’ 
ILO, 1978) 


J. Alailima, ‘Fiscal 


W.EL.P. Working Paper No. 69 (Geneva 


3. Relative concepts also underlie the choice of any 
given absolute standard (for, say income or life expec 
tancy). Conflicts between relief of relative and absol 
ite poverty can arise 
note 4) ofr 


‘ ‘ 


ast in th 


for example, in education (see 


when incomes of small farmers increase 


yse of landless labourers 


P. Isenman, N. Hope, T. King, P. Knight, A 


Noman, R 


ment Report 


Pennant-Rea and A. Wood, World Develop 

1980 (Washington: World Bank, 1980), 
pp. 32—53. On the margin, primary education will 
have a positive impact on incomes of the poor (includ- 
ing the landless, whose ability to migrate successfully 
will increase). Its effect on relative incomes of the 
poor will be a positive function of the per cent of poor 
children 
levels education, like growth in modern-sector employ- 


with a primary education; at low education 
ment in a primarily traditional economy, can leave the 
remaining poor relatively further behind. This conflict 
between effects on absolute and relative incomes of 
the poor is even sharper for secondary and higher edu 
cation, which presumably are what Richards is referring 


to. But they are not basic needs 


5. P. lsenman et al., op. cit., pp. 68—70 
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Food Security Issues in the Arab Near East: A Report of the United Nations Economic Commission 


for West Asia. Edited by A. A. El-Sherbini (Oxford 


Ihe report is based on the work undertaken 
by the Joint ECWA/FAO Agricultural Division 
under the supervision of Dr. Abdel-Aziz El- 
Sherbini. The report is divided into three parts 
part one assesses the possibilities of increasing 
production in the short-run in the six 
countries (Iraq, Jordan, Lebanon, Syrian Arab 
Republic, Yemen Arab Republic and Yemen 
People’s Democratic Republic). Part 
devoted to the issues connected with creation 
and administration of food reserves. Part three 
discusses the international trade implications of 
ensuring secure sources of food supply 

An introduction by the editor highlights the 
nature of the food problem facing the countries 
under study. He emphasizes the fact that the 
growth of food production in Western Asia did 
not match population growth (around 3.0% per 
annum) and largely fell short of domestic food 
demand (4.5—5.0% per annum) (p. XVI). As a 
result ‘the average energy supply per capita 
does not meet (by more than 10 per cent in 
several cases) the daily requirements’ (p. XVI). 
The problem is further aggravated by extreme 
fluctuations in food production caused by a 
somewhat hostile climate and topographical 
conditions. However, the report suggests that 
there are considerable opportunities for rapid 
increases in food production even in the short 
and medium term. For instance, in rain fed 
land with an average annual rainfall of 300 mm 
or more, wheat production can be increased 
considerably if the government fixes the price 
at remunerative and organizes assured 
distribution of seeds, fertilizers and marketing 
outlets, together with a crop insurance scheme 
as a hedge against crop failures in poor years 
(p. 42). Such regions developed 
into livestock producing areas by the replace- 
ment of the wheat-fallow system with a wheat- 
vetch rotation and by encouraging irrigated 
perennial forage crops 

While an increase in production of 
and livestock products will reduce 
and malnutrition, year-to-year 
resulting from climatic factors 
to be a serious problem for the region 


food 


two 1S 


levels 


can also be 


wheat 
hunger 

fluctuations 
will continue 
rhere- 


Pergamon Press, pp. 241) 


fore the attainment of food security (i.e. stable 
supply of food) must have several components 
concentrating production of particular crops in 
areas vulnerable to such fluctuations 
forecasting crops 
to allow the policy-makers to plan imports in 
good time, and the creation of a storage system 
well-distributed over the country which would 
serve to stabilize supply by a _ buffer-stock 
policy (p. 112). The report suggests that pres- 
ent storage facilities together with the silos and 
under construction are not adequate 
either in Jordan or in Syria, the two countries 
for which intensive studies were made (the 
results with the detailed methodology are 
reported in Chaps. 9 and 10). This should 
apply to other countries of this region also 

The twin increased 
production and stabilizing the domestic supply 
will not eliminate the need for food imports, 
at least for the foreseeable future. In stressing 
that a relatively high dependence on imported 
together with concentration of 
imports in few foreign supply sources ‘represent 
the basic threat to Arab food security’, the 
ECWA is echoing the fears of the Arab coun- 
tries that may be used against them as a 
political weapon, particularly because ‘Collec- 
tive action at the regional or sub-regional levels 
is virtually non-existent’ (p. 225). According to 
the ECWA even the ‘the 
foregone collective action is very high’ (p. 226) 
It advocates diversification of external 
supply sources. ‘This strategy is much needed 
as a safeguard against the instability of agricul- 
tural production and possible political coercion 
(p. 226) 

On the whole the report is a useful contri- 
bution towards the understanding of the food 
problem facing the West Asian economies. The 
statistical annexes would certainly prove 
extremely helpful to researchers who have 
consistently been plagued with the scarcity of 
usable data for the region 


least 


well in advance of harvest 


stores 


policies of domestic 


food food 


food 


economic cost ol 


food 
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Glasgow Universit) 
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Financing Mining Projects in Developing Countries: A United Nations Study. By Marian Radetzki 


and Stephen Zorn (London 
1979). 


This book provides a competent and sensible 
overview of a subject frequently marked by 
hysteria. It points out in a workmanlike manner 
that developing countries have considerable 
scope for expanding their mineral production, 
in part for domestic consumption, but to a 
much greater extent for export. In spite of the 
book’s brevity, the mineral specific information 
on growing demand and capacity requirements 
is comprehensive enough to provide a basis for 
estimates of investment requirements to 1990 
The authors come to the very sensible con- 
clusion that the total sums likely to be required 
in developing countries are modest in relation 
to total investment 

The book runs through the various aspects 
of the financing package, that is, the developing 
countries’ internal sources of funds, and the 
current and likely external funds, 
including those from international agencies 

It is clear from the analysis that the develop- 
ing countries now have a wide range of choices 
in financing mineral development, and that 
they can exercise a great deal of control over 
production policies, pricing and the appropri- 


sources ol 


Mining Journal Books Ltd. in co-operation with the United Nations, 


ation ol 
investment 


rents even though the bulk of their 
might come from foreign private 
sources 

The book unfortunately stops at the point at 
which the subject becomes most interesting 
The extent to which countries are able to ben- 
efit from mineral investments largely reflects 
their capacity for mineral-sector policy formu- 
lation and implementation, and their ability to 
handle negotiations with foreign 
equipment suppliers and mineral consumers 
Some countries have become very adept in 
these areas, but others still have a great deal to 
learn. The international agencies do not have 
the capacity to give the weaker countries the 
assistance they need. It is doubtful whether the 
best way to proceed would be either to increase 
the size of the existing agencies’ bureacracies or 
to create new agencies A more practical 
approach would seem to lie in self-help that 
would enable the developing countries that 
have handled their mineral development suc- 
cessfully to help others to do so 


investors, 


Helen Hughes 
The World Bank 
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Economic Development in a Changing World 


KEITH GRIFFIN 
Magdal n ¢ Ollege _ Ox ford 


Presidential Address to the Deve lopment Studies 


{nnual Conference 


Without decolonization there probably would 
have been no development economics or devel 
opment studies and possibly not much develop- 
Both the ol 
development the process of development 
as observed in the Third World are products of 

of the { the 
of the empire and 
nationalism to the far 


ment either subject economic 


and 


aftermath o 
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1 changing world 
Second World War 
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the earth 
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end 
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can be argued existence of 


advanced nations in 
hibited the development of the underdeveloped 
in ol The 
power of the West was used to conquer a large 
part to ¢ 


in 


countries a variety ways military 


of the world reate spheres of influence 


nominally independent countries and to 


force some countries to engage in trade against 
their will by imposing so-called open-door poli 
Politically, the the West was 
reflected the establishment of 
n the of both formal and 
throughout the world. The 
economic that in the under 


developed countries the pattern of production 
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cies dominance of 


in colonial 
regimes and 1 reation 
informal empires 
consequence was 
and trade, the way in which investible resources 
and the devel 


opment of human resources through education 


were appropnated and allocated 


and training were all largely determined exter 
nally to the societies concerned 
In the last three and a half decades, however 


this has changed almost beyond recog 


nition 
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Third World has 


doing so, however 


combined achievements of politica 
ire indeed 
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the rich countries 
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the same rate 
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000 in Switzerland, a difference of 311,690 which have enjoyed exceptionally rapid growth 
in Switzerland, the average person enjoyed as in Punjab/Haryana, India — there has been 
no perceptible decline in the incidence of rural 
poverty. For example, between 1960-196] 
nseguence the dif and 1973—1974 the trend rate of growth of 
mes increased by food pr ion per head in Punjab/Haryana 
was 5.5 ¢ yet the proportion of the rural 
populat I n poverty in those states decreased 
In other parts of India the 
Situation wa much worse. In West Bengal, for 
instance gricultural output per head increased 
countries ear durin $ period, yet the incidence 

IAD 19RO . 

GNP pe 


countries gi year and wage frat sul 


) 


ports these conclusions. For 


igain as fast in the advanced social exampk n the Philippines the real daily wage 


; / 


In the Third World, however, the in agriculture exhibited a clear and sharp down 

ward tre between 1957 and 1974. In Sri 

from f es alread zt Lanka real wages in the plantation sector fell 

of countnes which comprise continuously for 5 years between 1968 and 

inequality hi ided in 1972. In Bangladesh, real wages in agriculture 
rosperous were lower in 1975 than they were in 1949 

d to grow Turning to the urban areas, there was very 

orest countries of the little difference in the level of income of rural 


ferences in national folk and the urban poor. Moreover, it is prob 


n the Third World have ible that the real incomes of the urban poor de 


wre rapidly thi iffe cline ibou > same pace as those of the 

Third World as ; hole as I poor. There would be a tendency in most 

r internal migration to ensure that 

» standards in the countryside would 

y rapidly to the cities. In India, for 

consumption per head of the 

poorest 40 f the urban population fell during 

the 1960s A detailed study of the city of 

Bombay indicates that the ‘unorganized work 

ing inequality within the force he poorest workers, were “increasing 

to undermine the soli in numbers and possibly as a proportion of the 

countries. This solidarity total workf >". Moreover, ‘it is very likely 

but such commonality of that ey lost in real terms’.° A similar 

is almost certain to dim story, no d could be told of many other of 
the bargaining position the great citie Asia 

is the rich is likely to The data for Africa and South America are 


weaker, dissension and criticism less abund: and less reliable. Nevertheless it 


led Group of 77 is likely to’ is apparent at poverty is increasing in many 

mpts are bound to be made parts of ft 1 continents.’ In some of the 

separate some of the 1 prosperous under smaller iCé States, e.g. Chad Ghana 

intries specially oil-exporting Madagas Niger and Somalia, the growth of 

ym the Group average li! yme was negative or Zero tor many 

most disturbing of all, is the evi years, and to be expected that in such cir 

lence even in countries where average in cumstances the poor would become worse off 

the standard of living of the It would be a mistake, however, to attribute the 

has tallen considerable rise in poverty to slow aggregate rates of growth 

research has been done in Asia and Even in yuntries where average incomes are 

picture there is particularly clear. In thought have increased, as in Zaire and 

ral areas the proportion of the population Zambia is probable that those of the poor 
‘poverty line’ either has been rising declined 

Philippines) or has remained roughly In Latin America too there is a suspicion 

in Pakistan).- Even in regions’ that considerable numbers of people have failed 
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to benefit from the growth that undoubtedly 
Haiti 
has experienced many years of economic stag- 
of the other countries in the 


occurred in the last two or three decades 


nation, but most 


Western Hemisphere have enjoyed a substantial 
poverty 
persists and may have become accentuated in 


rise in average income per head. Yet 


certain regions and for certain social classes 
Work done by myself in Guatemala in the late 
1960s indicates that the income and consump- 
tion of the poorest members of society were 
falling. More recent work on Central America, 
concentrating on the period 1960-197] 
reports that ‘annual real earnings appear to 
be falling for many landless rural workers in the 
labour-abundant regions of El! Salvador 
and Guatemala, while only increased partici- 
pation of women and children in wage labour 
permits family incomes to be maintained’.® 
Indirect evidence from Ecuador suggests that 
since the early 1960s there was a sustained but 
gradual deterioration in the standard of living 
of the campesino population inhabiting the 
Sierra. In Peru the available data indicate that 
most of the rural population, particularly that 
of the Sierra, and some groups of self-employed 
workers such as artisans and domestics, became 
relatively poorer over the period 1950—1966 
The author of the study, Richard Webb, while 
emphasizing that his conclusions are highly 
tentative, none the less suggests ‘that for a large 
proportion of the population, which could 
plausibly range between 15 per cent and 25 
per cent, there has been no absolute improve 
* This group consists 


most 


ment in living standards’ 
largely of small farmers with 5 ha or less 

Thus the readily available material from 
Central America and Western South America, 
although incomplete and of varying reliability, 
is broadly consistent. Significant groups of the 
rural population, notably small farmers and 
landless workers, either have experienced no 
increase in their material well-being or have suf- 
fered some decline 

Ihe increasing international inequality and 
national poverty, despite unprecedented growth 
rates, has led to frustration and bitterness in the 
poorest of the underdeveloped countries and 
among the poorest classes in almost all under- 
developed countries. This, in turn, is virtually 
certain to result in national political upheavals 
throughout the Third World and possibly to 
greater international discord. One need not sub- 
scribe to a materialist interpretation of history 
to acknowledge the connection between, on the 
one hand, poverty and inequality and an acutely 
felt sense of injustice and, on the other, the con- 
tinuing appeal in many countries of populist, 
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nationalist or revolutionary political move 
ments 

The overthrow of the Shah in Iran, the 
violent destruction of the Somoza dictatorship 
in Nicaragua, the Muslim insurgency in the 
southern Philippines, the civil wars in Ethiopia 
and Afghanistan the recently concluded 
anti-colonial struggle in Zimbabwe 
contemporary examples of the sorts of things 
that can be expected in the future. Equally 
however, one can anticipate the further spread 
of authoritarian regimes of the types present 
today in Chile, Pakistan, Morocco and Zaire 
as those with a vested interest in the status quo 
strive to maintain their authority. We may well 
see in the years to come a gradual polarization 
of Third-World countries into those which 
achieve stability through repression and those 
which experience chronic instability and open 


and 
these are 


conflict 


ECONOMIC DEVELOPMENT AND 
DEVELOPMENT ECONOMICS 


If government policies and the pursuit of 
development have led to the further impoverish 
ment of the poor and greater social conflict, it 
is natural to ask what has gone wrong, who is to 
blame. Some may be tempted to argue that the 
disappointing results of development are due to 
nefarious doctrines of 
This would be wrong 


the erroneous or, worse 
development economics 
I think, because the most immediate sources of 
action are not the writings of intellectuals but 
the interests of those who dominate the social 
and structure of a country. Having 
said this, however, it would be equally wrong 
to imagine that the 


social scientists have had no influence whatever 


economic 


ideas of economists and 
on the decisions of governments 

Looking back over the last 35 years, one can 
see that two political phenomena had a pro 
found impact on the new subject of develop 
ment economics. The first was the decline of 
the European colonial empires and the emerg 
ence of many newly independent countries with 
serious economic difficulties. The second 
the eruption of the Cold War and the resulting 
intense competition between the socialist and 
advanced capitalist countries for the political 
and ideological support of the Third World 

Of the second especially 
important. The reason for this is that 
outrage against poverty and exploitation 
at the centre of the Marxist 
socialist countries. The ideology of the West, in 
contrast, was based on the pursuit of self-interest 


was 


two, the was 
moral 
was 


ideology of the 
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\ second 
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strand in Western thought on 


the centrality of invest 
The 
key to faster growth was believed to be a rising 
ratio. No matter that empirical 

that capital formation could 
account for only a fraction of the rise in labour 
productivity, or that the effectiveness of invest 


deen 
ment in determining the rate of growth 
capital—labour 


studies showed 


ment (as measured by the incremental output 


varied enormously from 
if only 


and 


Capital ratio) one 


country to another a country could re 


duce consumption raise saving and invest 


ment, growth would accelerate and all would be 
well. In practice this view gave governments an 
excuse to squeeze the consumption of the poor 
and redistribute income in favour of the ‘saving 


classes’, i.e. the rich 


Ihe bias in favour of investment 
companied by a bias in favour of industry. The 
historical ¢ f the West was interpreted 


as indicating that manutacturing was the ‘leading 


Was at 


K perience ¢ 


sector evelopment and therefore ought to 
1 by whatever means were available 


protection 


be encourage 


the means were sub 


advantages. The effects were high 


capitalist class, high costs for the 


economy whole, high prices for the con 


ume! 1dverse terms of trade tor the farmer 


gement of small-scale enterprises 


especially located in rural areas. Industrial 


output ndeed expand rapidly in many 


countnes, but as often as not poverty failed to 


decline significantly 
With the emphasis on industrialization 
planning. At 


that Western 


ame 
an espousa first sight it seems 


curious development thought 
Cold War, should include 
Yet it did The 
viewed as an 
that is, for 


type of central planning usually 


given its n the 
tate planning 


it development 


a place 


reason | was 


activity xperts and technocrats 
the eli 
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marriage oO} 


advocated represented in essence a 


Keynesian national income accounting concepts 


was to be 


ecconometf#ni 
the toy 


erate 


and methods. Planning 


from down; the purpose of planning 


was the rate of growth; and the 


benefits of growth were expected to trickle 


down to the mass of the population 
The objective of planning was defined naz 


rowly as increasing the rate of change of an 


aggregate statistic called gross national product 
The eliminat 
this 
only in the 


on of poverty was not itself a goal 


was t be achieved indirectly, probably 


and not as a direct 


Even 


listant tuture 


consequence oO! government action Less 


concern was shown about reducing inequality 
Indeed, it was thought that greater inequality 


probably was inevitable and possibly was desir 


able in order to provide incentives and encour 
investment 


approach to 


age Savings ar 
This whole 
} 


development in 
To the nationalist 
unacceptable country 
dependent on capital to 
lo the democrat it is unaccept 


creasingly is being rejected 


it is because it makes a 


excessively foreign 
finance growth 


because of 


able its authoritarian implications 
To the moralist it is unacceptable because of its 
disregard for equity. And to the economist it is 
becoming unacceptable because it has done so 
little to raise the welfare of large sections of the 
population 

Instead foreign capital, more emphasis is 
be placed on national self-reliance 
The poor aid per 


donor nations and the 


beginning to 
in financing development 
formance of the major 
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fear of the transnational corporations in many 
Third-World countries have helped to lead to a 
reassessment of the role of capital imports. To 
some extent this is making a virtue of a necess 
ity, but many observers in the underdeveloped 
countries increasingly are pointing to the posi 
self-reliance and to 
the disadvantages of dependency. It is perhaps 
significant that more aid plays a relatively small 
part Third World for a 
New International Economic Order 

Along with reduced emphasis on foreign aid 


tive advantages of greater 


in the demands of the 


has come a reduced emphasis on investment 
No one. of 
capital accumulation in promoting development 


The new approach 


course, denies the importance of 


It is virtually a sine qua non 
gives much greater recognition to the 
development of 


how ever 
mobilization human re 


family 


and 
sources, the possible contribution of 
planning to poverty alleviation and to the intro 
duction of more appropriate forms of technical 
change. The view that investment in machinery 
and buildings is only thing that 
matters has been replaced by a view that invest 
ment often has been badly allocated, that the 
introduction of new technology often has aggra 
than solved them and 


almost the 


problems rather 
land and 


vated 
that capital 
utilized 
The greatest waste of resources probably has 
occurred in the industrial sector. Moreover, the 
growth of this sector has done remarkably little 


labour are often under 


either directly or indirectly to solve the basic 


problems of underdevelopment. In reaction to 
this, and to the periodic ‘food crises’ that beset 
Africa and South Asia 
receives much greater attention than it 
the 1950s 1960s Although 
that opinion will swing too far in the 


opposite direction 


rural development now 
and there is a 
danger 
there is no doubt that in a 
great many better 
needed between the rates of growth in the agri 


countries a balance was 
cultural and non-agricultural sectors 

Rural development cannot easily 
be centrally planned 
thinking in favour of agriculture and the mobil- 
ization of local human and 
has been accompanied by a reduced emphasis 


howeve! 
Consequently the shift of 


material resources 


on national planning and a growing awareness 
of the need to devise an administrative struc- 
ture that would permit regional decentralization 
local autonomy in making decisions of primary 
concern to the locality and greater local responsi- 
bility for designing and implementing develop 
ment programmes. Such changes, evidently, are 
technical or administrative; they are 
hey involve a transfer of power from 


not just 
political 
the groups who dominate the centre to those 
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level. It is con 
that 


who have control at the local 
likely in 
power at the local level is more concentrated 


ceivable, even many countries 
more elitist and applied more ruthlessly against 
the poor than at the centre 
centralization does not necessarily imply greater 


‘power to the people’. It 


Thus greater de 
democracy let alone 
all depends on the circumstances under which 
decentralization occurs 

Finally, the rate of growth of GNP has beer 
dethroned as the 
policy 


major, objective o 


1 
soie Or 


Instead of growth now is 
being placed on 
reducing poverty 


have argued that reducing inequality in the dis 


emphasis 


aimed directly a 


; 


measures 


The more radical thinkers 


tribution of income should be the first priority 
that 


productive wealth 


redistributing 
and that 


this is impossible without 
in particular land 
this, in turn, requires major political and insti 
tutional changes. The more moderate thinkers 
have focused not on inequality as such but on 
more limited measures to meet the ‘basic needs 
of the entire population for adequate nutrition 
health, clothing and sheltez 

Differences 


partly 


between the two groups arise 


over the choice of tactics, some advo 
‘basic-needs wishing to 
that of 


because 


cates ol! a strategy 


differentiate their approach from 
They differ 
conception ol 


often taking the 


‘revolutionaries’ also 


differences in the poverty 


‘basic-needs’ strategists view 
that 


cal concept 


poverty is an absolute, largely physiologi 
whereas the radicals view poverty 
relative Partl too, they differ 


as a concept 


about what measures are necessary 
to reduce poverty. At one 
who think that 
if only underdeveloped 
more food; at the other extreme are those who 
reply that food 
the poor had greater purchasing power and con 


My own views 


economic 
extreme are those 


basic needs could be satisfied 


countries would grow 
more would be grown if only 
trolled the means of production 
are closer to the latter than to the former 

There still are 
World 
policy which would alter the distribution of in 
In the 


many people from the Third 


who oppose any change in domesti 
come in favour of the poor words of a 
senior Pakistani official, they find it diffi 
cult to accept the two-fold assumption that is 
that 


their 


implicit in the basic needs approach. First 


the developing countries need to put 
instead of seeking to remove 
inequalities And 


that it is possible to satisfy the basic needs 


houses in order! 


among nations.’ second 


of people in the poor countries without a rapid 
and comprehensive development of their econ 


through industrialization, improvement 


10 


omies 


in terms of trade and so forth’ 
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The issue, however, is not primarily one of 
industry vs agriculture, but of what pattern of 
industrialization, what institutional framework 
for agricultural expansion and what balance be- 
tween the growth of the agricultural and indus- 


trial sectors. Similarly, the issue is not whether 


national redistribution should occur instead of 
both obviously 


redistribution 
are desirable but whether the alleviation of 
poverty in underdeveloped countries must 
wait until there is a significant redistribution of 
income on a world scale 


international 


If it is in fact necess- 
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ary to wait, then the prospects for the poor are 
very dim indeed. The evidence, however, indi- 
cates that even in the poorest countries national 
resources can be mobilized so as to satisfy the 
essential needs of the entire population within, 
say, a generation or a bit more. Thus it is not 
necessary to change the entire world, to have a 
New International Economic Order, in order to 
abolish poverty. Rather, if each country would 
embark on a programme to abolish the poverty 
within its borders, the world would 
changed in the process 


soon be 
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Fostering the Capital-Goods Sector in LDCs 


HOWARD PACK* 
Swarthmore College 


Summary. 


are based on comparative advantage, the possibility of designs appropriate to 


The conventional arguments in favour of the production of capital goods by LDCs 


indigenous factor 


proportions, and the externalities conferred on other sectors. These and other arguments are 1n- 


ducing the governments of many middle-income countries to more intensively foster the devel- 


opment of the machinery sector 


rhis paper examines the analytic and empirical bases of the 


conventional arguments and finds a considerably more complex picture than that contained in 


earlier studies 


INTRODUCTION 


The conventional fostering 


the production of capital goods in LDCs fall 


arguments for 


into three categories: the comparative advan- 


tage accruing from low labour costs; the ca 
pacity to produce machines having appropriate 
designs; and the prospect of externalities 


Even in advanced countries, the « 


apital goods 
specifically 
LDCs 


workers 


sector is labour-intensive, more 
skilled 


have a 
available at 


labour-intensive. A number of 


substantial supply of skilled 
a fraction of the wage paid to their 
counterparts in developed 
assumed that they do not exhibit 
surately productivity, their 
should confer a cost advantage. The remuner- 
ation is relatively low not only for skilled oper 
atives but 


countries. If it is 
commen 


lowe! wage levels 


also for engineers and technicians 
Because the sector requires substantial services 
from technicians 
ranging from design to prototype production 
its comparative advantage in LDCs is further 
enhanced. In addition, exports often 
that engineers and technicians employed by the 
importing country for a 
fairly long period (Cortes, 1978). The lower 
expatriate paid to skilled LD¢ 
personnel constitute still another advantage 
capital often 
highly 
plants in which scale economies, particularly in 


engineers and services 


require 


seller reside in the 


allowances 
goods 


The production of 


evokes images of large mechanized 
the use of capital, may attenuate any advantage 
LDCs derived from costs But 


many subsectors of the capital-goods industry, 


lower labour 


even in the United States, have a relatively large 


number of small firms producing a significant 
proportion of value added (Table 1). This pat 
tern has existed throughout the century and is 
not attributable to factor market imperfections 
the wage rate paid by the smaller firms is roughly 
similar to that of large firms, and it seems un 
likely that the firm structure would be main 
tained in the face of low 


returns on capital 


Moreover the average product of labour is fairly 
similar among firms of varying size (Table 2) 
If it is assumed that the higher labour—capital 
ratio of smaller firms is reflected in at least the 
apitai, total 


productivity is not likely to be lower ir 


Same average product 


companies. ! 
Thus, in ar as the industrial structure 

the United States 

varying size may be 


provides a guide, firms 


efficient, and the wage 
advantages of LDCs need not be offset by lower 
productivity or the failure to realize scale 


omies. It is necessary, however, to consider 


two other principal cost components in any 


tor: materials and capital. As will be shown 


[his paper was written while I was a consultant t 
the Economics of Industry division of the World Bank 
RPO 671-51. I would like t 
thank Mariluz Cortes, Frederick Moore, Janet Rothen 
berg Pack, Yung Rhee and Frances Stewart for 
discussions and comments on the topics « 


and was financed by 


many 
ynsidered in 
Westphal and 
on earlier drafts have 


this paper 


this paper. Conversations with Larry I 
his detailed comments 
contributed to 


greatly 
rhe responsibility for the 
final product is mine 
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lable 1. Summary measures of the US machinery sector, by subsector, 1967 


Percentage of Percentage of 
employment in value added 

lirms empiloyin Originating in 
fewer than 25 firms employing 
workers fewer than 250 


workers 


Paper indust 

Printing trades m 

Pumps and c« 

Ball and roller bearings 

L-levators and moving stairways 

( onveyors and conveying equipment 
Hoists, cranes and monorails 
Industrial trucks and tractors 
Metal-cutting machine tools 
Dies, tools and jigs 

Machine tool accessories 
ood products machines 
Textile machinery 


Metal-forming machine tools 


US Department ommerce, 1967 Censu f Manufactures (Wash 


D.C.: 1971), Vol 


i annuai remuneration per empiovee in S¢ cted subsectors 


United States, 1967 (dollars 


Dies, tools Textile 
larm machinery Machine tools and jigs machinery 
yt tirm 

yyees) VA/I Wii Wil 
3.556 33 19.750 R750 33 ] 15.333 7000 
364 3 16.000 S000 4.557 12.800 7000 
484 19.957 R217 3 61) 10.400 6100 
S51 13,581 8163 ) 10,447 3 
284 16.000 R904 9667 6190 


10-19 
20 49 
50-99 


l 
l 
l 
l 
100—249 2.524 } 15 8321 ? 10,952 6476 
4 


250-499 028 16 9632 11,030 6597 
500-999 16.200 17 8245 7 3 10,660 6489 
1000-2499 16.500 15 8761 / 9189 6250 
2500 or more 17.634 7 14.363 8960 ° . 


Average 14.978 6946 15 5 8714 | 909? 10.179 6380 


Source: Same as for Table | 
n.a not availabk 
Data included in another category to preserve confidentiality 


of these components leads to a machinery more in keeping with the relative 

more qualified view of the probable degree of factor endowments of LDCs, such production 

Static comparative advantage currently enjoyed would have a desirable effect on both income- 

by LDC producers generation and employment opportunities.’ 
' 


The production of appropriate machinery is For example, India with its large supply of un 
the second argument. If LDC firms produce _ skilled labour would benefit from the local pro 
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duction and adoption of equipment that, for a 
than 
the 
minimization by local 


given investment level, uses more labour 


is required by imported equipment from 


advanced countries. Cost 


users of equipment would lead to a demand for 


more labour-intensive machines, a demand 


which domestic manufacturers might be more 


likely to satisfy than would producers in devel 
oped countries Satisfying this demand does 
not imply that the equipment produced would 
be expected to be 


1960 of1 


level 
pro 
duced and gradually updated as changing factor 


frozen at a 
196§ 


primitive 
Instead models could be 
scarcities warranted.4 

Production of equipment of an older vintage 
augmented by the ability to turnkey 
plants the 
choice bothin the equipment-producing country 
and in the importing country As an important 
by-product, LDC engineering-consulting firms 
could provide a 
that 
countries, as 
Even if initial 
reiteration by 


organize 


would increase range of factor 


range of information different 
from firms in developed 


could the 


from available 


salesmen of producers 


presentations do not lead to 


sales salesmen of the existence 


of alternate sources of machinery could make 


purchasers more receptive to LD¢ 
yielding LD¢ 


equipment 


thus externalities to producers 
as a group 

rhe prospect of externalities is the third a1 
gument: the skills generated in the mechanical 


useful in other sectors 
the production of 

the 
the 


attributable to poor 


engineering sector are 
some 


equipment 


workers engaged in 


may move to equipment 


purchasing sectors. Given 
interruptions 


and 


frequent 


pro 
cess main 
skilled 
workers would permit an increase in the use of 
plant Moreover the 
willingness to second-hand equipment 
might be have confidence in 
their own repair skills and their ability to pro 
One 
second-hand equipment is the difficulty of re 
establishing the initial performance 
in a new environment after dismantling, crating 
Kap 


Such obstacles can be reduced if 


tenance repair, such a diffusion of 


and unskilled workers 
use 
greater if firms 


duce spare parts risk noted in the use of 


standards 


shipping and reinstallation (Cooper and 
linsky, 1974) 
persons with experience in machine construction 
do the maintenance 

A local ability to produce capital goods could 
contribute to the adaptation of imported equip 
ment to obtain better local performance than 
from an unimproved model 
technology adaptive efforts for 
maximum productivity, a similar effort is likely 
manufacturing. For example 


Just as agricultural 
requires local 
to be needed in 


difference 


in the scale of operations, the qual 


APITAI 


GOODS SECTOR IN LD 


ity of raw materials the skills worke! 


may reduce the ybtainable from an 
Although 


ints oO! 


improved’ imported machine 
purveyors \ pli 
machines might ) Ip in these 
accumulation 

Problems would 


likely to prove more effective 


not be ; yvached on one-shot basis, and 
skills obtained in one set 
likely be transferable t 

Although the 


mented 


yf adaptations would 
others 
potential for obtaining an 


range of equipment, as well 
the 
machinery industries, it 
that without th 


labour-intensive 


nalities, increases attractiveness 


should be emphasized 


even is potential, the efficient 


earning of foreign exchang 


may offer an important, largely neglected source 
of future growth for countries with the 
skilled labour As 


such may face 


requisite 


supplies of shall be shown 


however growth ybstacles 


typically neglected by the simple theory 
yt ; I 


comparative idvantage 
rhe focus oO his 


categories of onventional 


paper is on the 

irguments 
fostering the 
LDCs 
considered 
By their 


dence of the benefits the engineering sector con 


production of capital good 
Ihe externalities to other sectors are n 


because of the paucity o! evidence 


nature these externalities require evi 


fers on those other sector including thé 
fusion of skills by 
the 
can improve the local performance « 
Historical 


have beer 


movements of workers a! 


industries and design of special « 


equipment ence indk 


these benefits substantial ir 


trial countries: indeed nations with 


backward ector have 
LDCs could not 


‘ 


However, if the enc 


engineering 
Ihere is no reason why 
similar benefits 


oOuragem« 
of the capital-goods sec be base 
the 


design behaviour, « 


annot 


potential for « ffi on adaptive 


{ 


ation ol! 


> Invoc 


externalities cannot at t e of kn 


wwledge 


serve as a justification. The empirical base i 
the 


benefits to other sectors 


small to argue relative magnitude 


EVIDENCE OF COST EFFICIENCY 
The 


section is not intended to question the eventual 


survey of production problems in this 


emergence of efficient capital-goods manufa 
turing in the 
even smaller producers 
that even advanced producer-nations encounter! 
severe production problems, which significantly 
The amelioration of existing 


countries examined or in some 


Instead it emphasizes 


increase their costs 
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noment 
iupmen 


ptimail so 

I average second 

iepends 

times 

init Irequency 
downs tributable 

time spend nm 


work t ns the number 


iull 


among 


1 different tasks 


rec assigne 


c t h worker and their respective set 
portant as the up time n The second aspect retiects 
osts. If the manageme! a tirm and the en 


itside the firm, though capable 
i manage! iy be able 


typically exhibit vironment 

rates per hour for skille to mitigate such deleteri 
uipment than LDC firms do, they ous exterrt actors aS irregular deliveries of 
exhibit greater plant-wide el raw mater 
f the LDCs are to be competi Most observations of the factories 


indicate that the 


operating 


gineering activitie roductivity on in the LD 


nust be sufficiently high or operative 


performance ol 


a given task is high, despite the 
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use of less sophisticated equipment. In many 
activities their performance that of 
factory workers in developed countries; rarely 
is it less than 30% of their level.? Productivity 
on a plantwide basis, however, often is much 
lower. For example, in the Indian textile 
machinery labour productivity in the 
firms was estimated at a third of that in 
European companies and, in the worst, at a 
tenth. Nevertheless twelfth of the 
European level permit lower unit labour costs 
in both sets. Similarly a study in Korea of the 
entire mechanical-engineering found 
labour productivity to be 20—30% of that in 
Britain and the United States; wages were less 
than 10% of those in Britain and the United 
States. For Indian forging plants it has been 
reported that productivity on set tasks is only 
slightly lower, whereas plantwide labour prod 
uctivity a sixth of that in developed 
countries 

Lower productivity at the task level, when it 
attributed to a variety of 
inadequate instruction about the po- 
tential cutting effectiveness of a machine tool, 
which workers were using at its currently mis- 
estimated potential; poor working conditions 
such as a lack of clear floor space on which to 
begin a new job; the use of poor cutting tools 


equals 


sector 


best 


wages a 


sector 


is about 


was observed, was 


Causes 


holders; the absence of technical aids 


and the failure to employ jigs 
10 


and tool 
to operatives 
and fixtures in setting-up operations 

Among these problems, it is useful to dis- 
tinguish those which reflect a movement along 
a production function in response to the low 
wage—rental ratio (the use of poor-quality cut 
ting and 
which result in a failure to reach the production 
function or in x-inefficiency (the misestimation 
of machine potential). It is not always easy to 
determine the category in which a 
observation is placed, but the analytical 
distinction is important because the first group 
presumably leads to a decrease in production 
costs while the latter increases them. Moreover, 
as factor prices change, labour productivity will 
improve if firms are rationally responding to 
relative factor whereas a 
toward the production function may not occur 
without some form of technical aid 

1 turn now to an example of factors im- 
pinging on task-level productivity. Although it 
is drawn from the detailed account of a recent 
study of machinery industries in Korea, similar 
examples are found in descriptions of other 
countries 


tools the absence of jigs) and those 


specific 


best 


prices, movement 


In the best-run Western machinery and metal 


working establishments, there is an abundance of 


technical material available to the machine oper 
ator and the first-line supervisors. These materials 
take the form of wall-charts, tabular materials, con- 
densed handbooks of technical information, etc 

all of which are man in 


making proper measurements, making conversions 


designed to assist the 


from one type of system to another (e.g., English 
measures into metric), to choose the right feed and 
speed for the machine based on the type of ma 
terial being worked and the type of operation, and 
a variety of other technical information to assist 
in day-to-day standard operations in the plant. This 
kind of material was noticeably lacking in the 
plants visited. There is, of course, a good deal of 
documentation available to the front office manage 
ment, the plant engineer, the production manager 
etc on the characteristics, design, functions, 
speeds and feeds for the specific machines in the 
shop, but that kind of information is at a different 
level from the kind being described here, which is 
standardized technical information that is necess 
ary on the shop floor so that the operators and 
first-line supervisors will not have to do standard 
calculations, nor make guesses that can lead to mis 
takes when there is a simple way to look it up 


(World Bank, 1978) 


The foregoing example of the source and char 
acter of x-inefficiency can be supplemented by 
such as the observation in 
output from 


numerical estimates 
plants that the 
machine tools by a given worker could be in- 
improved inexpensive cutting 
Similarly a large milling 
hold a ‘cutter of 12 to 
was using a cutter of 3 


several obtained 
creased 40 if 
devices were used 
machine which 
18 inches in 
to 4 inches, and even this cutter 
moving metal at more than 50 
potential capacity’ (ibid. ) 


could 
diameter 
was not 
percent ol 


(b) Plantwide productivity 


What is the cause of the discrepancy between 
task-level and plantwide labour efficiency? What 
factors affect the efficiency of use of equipment 
and materials? 

Plant layout and scheduling have a substan- 
tial effect on productivity. In many machine 
producing activities neither the order of oper 
ation nor the placement of machines is inherent 
in the process. Nor is it physically difficult 
simply to stop the process and hold a partly 
finished piece at a work station until it again is 


convenient to work on it. The difficulties raised 


by the wide latitude of choice could be solved 


by adequate management. But many of the de- 
tailed studies of plant operations in LDCs indi 
the difficulties are not rhe 
exhibits a poor layout in which 
work in interferes 


cate that avoided 
typical plant 


the movement of process 
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work 
imulation of partly finished pieces 
And 


produc ts 


at individual stations 
until workers return to them 
t that the 


scheduling to inc 


diversity of 
rease the use 
equipment, all of the 


surveys report poor 


'l Not only is the use of equipment 
there also are delays in 
identifying and correcting errors (World Bank 
1974b) hus the both labour 


are decreased 


labour reduced 
productivity of 
and the substan 

work process inventory generates interest 
charges that are higher than necessary. Consider 
F 


one description of the effect of poor scheduling 


on labour productivity 


The common pattern was one of machine place 


ment that is haphazard rather than allowing for an 


orderly flow of work. Floor space is very crowded 


and the operation of machining, fabrication of 


components, assembly of parts, are scattered in 
any place that happens to have available room. Too 
much time is spent finding work, or the next job 
or material. In some cases the men have to find 
their own area in which to work, perhaps make up 


some form of fixtures of their own, or find the 
means to obtain levels or measurements to work 
from. The almost universal characteristic is one of 


congestion and a mixing of operations that fre 
quently leads to deterioration of quality because of 
improper floor planning 


vision for working space around the main machines 


rhere is no adequate pro- 


and the aisleways that are normally used to carry 
the flow of work are completely congested with 
work-in-process. There are typically about double 
the number of machines per square unit of floor 
than This 
namely, 


because of 


would be in an efficient layout 
is exacerbated by another condition 
vacant 


there 


wherever there is some space 


temporary slowing down or poor operating prac 


tices, the tendency is for many small operations 


to settle in as ‘squatters’ doing assembly of small 
welding and/or 


1978) 


components, or a 
ation (World Bank 


cutting oper 


The congestion noted was not attributed to in 
adequate floor space and cannot be viewed as 
an optimizing response to a specific factor 
shortage 

A recurrent studies in all 
utilization 


Although it now is commonplace 


finding of the 
countries has been the low 


of equipment 


Capacity 


to find low capacity 


industrial sectors 


utilization in many LD¢ 
it seems likely that the cause 
of the difficulty is somewhat different for non 
process industries than for process industries 
Mechanical-engineering plants use a number 
of costly individual fixtures, 
machine tools and welding equipment. Each 
can be fully utilized if a plant produces a large 
number of items of a single type or a range of 
products that require a operation 


items, such as 


similar 


A large batch of a single 
than 


stamping yr example 
item produced at 
smaller lots of a number of products because of 


'2 The higher cost 


would be lower cost 
the difference in set-up time 
of production in small lots would slow the long 
growth of the product’s sales, given the 

Although it 
capacity 
for exports and thus yield 


costs, the difficulties of 


run 
might be 


domestic demand curve 


argued that the excess could be used 
a reduction in pro 
duction marketing 
mechanical-engineering products precludes this 
pursuit as a short-term strategy for most prod 
even though some standard products, such 


might respond to greater ex 


ucts 


as simple lathes 


. 
rhe intrinsic problem of efficiently 


port effort 


given machine or set of machines will 
become less severe with the growth of the dom 
and and marketing 
with the growth of exports. At 


development 


using a 


estic market as efficiency 
ability increase 
their 
many LDCs producing significant quantities of 
machinery capacity use 
which efficiency in 


developed 


current stage of however 
rates of 
their 


competitors in 


exhibit low 
undercut 
their 


clearly 
relation to 
countries 
Materials 
weak 
often 


management is a related area of 
Indian 


scraps and 


performance. In foundries it was 
that 
returned to their proper place for storage and 
that sand accumulating on the floor was left 
(World Bank, 1974a) 


was noted in Korean plants 


found castings were not 


The same phenomenon 
in which as ‘much 
as 50 percent of the total floor area [was] oc 
cupied with heaps of discarded sand which had 
been knocked away from 
(World Bank, 197 


previous castings’ 


(c) Subcontracting networks 


A principal requirement of the entire mech 
anical-engineering sector is the development of 
a subcontracting network. In the machinery 
sector of the advanced countries, subcontracting 
has proved to be important in reducing costs 
Small firms concentrating on a few operations 
or components common to a large number of 
producers are able to utilize 
equipment fully, as well as obtain the benefits 
of learning over time as a result of specialization 
in a narrow area 
such 


special-purpose 


If the volume were sufficient 
specialization could within larger 
firms, but quantities currently produced are too 
small to allow this 


occur 


Ihere are two requisites for obtaining the 
potential benefits of subcontracting. First, the 
parent firm be able to co-ordinate mul 


tiple sources of supply so that production is not 


must 
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interrupted by the absence of components. Sec 
be efficient and 
country 
that subcon- 
some countries 
This 
existing 


ond, the subcontractors must 


reliable. The evidence in the studies 
surveyed in this paper suggests 
tracting, although extant in 
and in some limited 
partly from the unreliability of 
contractors in meeting delivery dates and qual- 
ity specifications, partly from their relatively 
high costs. It is unclear whether larger firms en- 


counter limits on their ability to organize a sub 


sectors, 1S results 


sub 


contracting network, because the typical reason 


adduced for the absence of such a network is 
the low quality of subcontractors. Nevertheless 
the observations of plant layout other 
intraplant production difficulties that 
some of the problem may reside in the parent 


That would imply that the organizational 


and 
suggest 


firms 
costs of subcontracting may currently exceed 
the cost reductions to be derived from it that 
is, from the greater factor utilization and the 
learning from That 
would also imply that an improved sectoral div 
ision of labour is contingent upon the accumu 
organization ability. Those 


stemming specialization 


lation of 
implications can be set down briefly as follows 

Let C} and Cr be the marginal costs of in 
ternal and external co-ordination, P; and Pg the 


adequate 


external pro 
Py) the firm 
Such a de 


firms esti 


costs of internal and 
Unless Cy CE (P; 
in subcontracting 
cision may be short-sighted if the 
ate ol Py is based solely on the reduction in 


marginal 
duction 


will not engage 


cost achievable through greater rates of use of 
labour and special-purpose equipment by the 
the subcontractor’s 
through 


subcontractor, but not on 
attainable 


cost 


reduction in 
'3 Similarly the learning may 


eventual 
learning by doing 
reduce Cr Ihe basis for several recent govern 
ment efforts to foster subcontracting can only 
be the attribution of 
Simple assertions of the benefits accruing from 


such short-sightedness 
more extensive utilization of specialized equip 
an adequate basis for such inter 
they ignore the co-ordination 
co-ordination explain 


ment are not 
vention because 


costs. Those costs may 
some of the following phenomena 
Despite efforts to foster subcontracting in 
the late 1960s 
producer purchased only 10 
for one Western European collaborator 
figure was 40 (Frankena 


of about 250 suppliers of com 


Indian machine-tool 
of its inputs ex 


the largest 
ternally 
the comparable 
1971). Similarly 
ponents to the Indian textile-machinery indus 
10 produced high-quality components, 


companies in 
1975) 14 


try only 
primarily in 
countries 


collaboration with 
developed (World Bank 


Ihe additional costs incurred by an LDC sec 


tor characterized by large firms and limited sul 
contracting will clearly be substantial in relation 
more specialized sectors in devel 
15 


to those of 
oped countries 

Although the sector-wide loss in 
recognized, effective 


potential 
widely 
*n designed. But without 


cost reduction is 
solutions have not be 
availing themselves of subcontracting and the 
economies bestowed upon the 


LD¢ 


sectors are subject to an immediate cost handi 


real external 


industry as a whole machine-producing 


cap in relation to their competitors in devel 


oped countries.'© This may nevertheless be the 


best the sectors can do, given their limited 
organizational ability 

Related to the 
networks is the absence of 
equipment. That ability 
because the cost of rebuilding typically is low 


relative to the price of Further 


weakness of subcontracting 


an ability t 
increases productivity 
new machines 
older equipment can 
with the addition of 


more the productivity of 
be raised to high levels 


features newly available 


cases rebuilding does not involve goin 


there are en poss 


In many 
back to the 


ibilities for adding gauges or precision accessories 


Original design 


and in the process the quality of the machine will 
characteristics 


1978 


be upgraded and its 
will be significantly improved (World Bank 


perlormance 
p RS) 


Although numerous firms in developed 
specialize in rebuilding, there 
Korea. Moreover 


would incr I 


country as 
pacity 
tage of LDCs in machinery 


ease the comparati 
because 1 


itself is skill-intensive 


(d) Backward linkages 


Castings and forgings are principal inputs 
used by the mechanical-engineering sector. The 
production of these inputs is intensive in skilled 
mechanization is not economical 
except at high They can thus 
contribute to the competitiveness of the 
are efficiently pro 


Iwo 


and 
very 


labour 
volumes 
sector if they 
at less than c.i.f 


machinery 
that is 
sets of questions arise about the performance 


LDCs in these activities narrow 


duced prices 


of most first 


questions of intraplant efficiency; second 

broad questions arising from the complex inter 

ventions associated with import substitituion 
To establish the 


of foundry 


relative labour intensity 


LDCs 


labour 


and forging 
‘typical’ 
ratios in India and the developed countries: in 
India it is $3500 per worker 


operations in 


consider the fixed al 


in the developed 
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countries $25,000 per worker (World Bank 
1974b)."® To the Indian figure must be added 
$3500 for working capital 
companies in 
countries.'? Nevertheless the total 
considerably 
pusher-type 
transfer 


a smaller figure is 
developed 
capital 


lower 


characteristic of 


labour ratio remains 
lack of 


furnaces 


reflecting the conveyors 
induction and automated 
Despite the saving in fixed capital of the 
(quite different) production process, the price 
of Indian forgings similar in quality to imported 
on the average, 50% above the c.i.f 
attributable to 
firm: the 


20 


lines 


forgings 1s 
Half 


external 


this difference is 


to the individual 


price 
factors 
high price and erratic supply of raw materials 
The is attributable to internal inef- 
ficiency runs (ibid.). It 
foundries and 
input 


remainder 
and small production 
calculated that Indian 
internationally 


has been 
forges at competitive 
of iron and steel products) and 


internal ef- 


yrices (mainly 
achievable levels of 
could sell their products at about 


the world price, thus strengthening the 


improved 
liciency 
10% of 
potential competitive position of the machinery 
sector 

LIX 
nical problems 
of earlier incentives to learn 
technical obstacles facing even an industry with 


foundries and forges suffer from tech- 
partly as a result of the absence 
One measure of the 


such as the Indian foundry sector 
of foundries would re- 


a long history 
is an estimate that 65 
quire more than 5 years, even with substantial 
technical aid, to produce quality castings at inter- 
national prices and another 25% would require 
from | to 5 years. Even if these periods could 
be reduced by more competitive pressure, they 
nevertheless indicate the retardation in learning 
introduced by previous trade restrictions. They 
also indicate the obstacles to establishing an ef- 
ficient machinery sector, obstacles presented by 
technical difficulties ranging from procuring 
clean sand to the purity of heating material and 
to the use of unnecessarily large amounts of 
metal per unit of output.?! Often the smaller 
companies simply do not understand enough of 
the production technology to produce high- 
quality products. To obtain products, 
larger equipment producers frequently establish 
captive forges foundries (World Bank, 
1974b, 1978) 


such 


and 


(e) Government policies 


Superimposed on the technical difficulties 
faced by a young mechanical-engineering sector 
may be additional difficulties induced by a pol- 
icy designed to foster that sector’s develop- 


ment 
has been 
ment of large-scale firms by using a variety of 
incentives, including low-interest loans and such 
provisions as 


For example, in Korea and Mexico there 
an early emphasis on the encourage- 


favourable tax accelerated de- 


preciation and investment credits. The outcome 


has been the purchase of equipment that is 


several-fold too large for the domestic market 
although medium-sized firms may initially pos- 


sess equipment that will be efficiently used 


with a doubling of demand, the larger machines 


may used at a their ca- 
pacity 
fixed costs, and an attempt is made to diversify 
the product range. This diversification often 


competes with the product lines of smaller and 


be initially tenth of 
Production is then saddled with high 


medium-scale firms, reducing the size of their 
production There may 
ward filtration of excess capacity and a loss of 


runs thus be a down 
the benefits of whatever specialization has oc 
curred, increasing production costs for smaller 
firms.27. Although this phenomenon is not 
limited to the mechanical-engineering sector, it 
is more significant than in the process industries, 
given the much larger range of products which 
can be manufactured with a given set of equip- 
ment and the larger set-up costs for each run 

Another policy-induced difficulty affecting 
the productivity of the machinery-producing 
sector arises from the appeal of restricting im 
ports of machine tools in the early stages of 
growth of the typical capital-goods sector. One 
of the main requirements of an efficient ca- 
pacity to produce capital goods is the use of 
machine tools of reasonably high quality: that 
is, cutters and shapers of metal which are used 
in the production of all equipment. Machine 
tools are one of the earliest types of capital- 
goods production begun in LDCs now exhibiting 
relatively high levels of engineering output 
They are a tempting target for import substi- 
tution, given the large quantities imported; 
some types of machine tools, such as simple 
lathes and presses, are fairly easy to produce 
and can be used in repair work outside the 
equipment-producing and in the pro- 
duction of other machines. But the locally pro 
duced tools often are not adequate for the high 
precision characterizing much of the equipment- 
producing sector. This inadequacy does not pre- 
sent a problem as long as imported machine 
tools are available. But in some countries the 
pressure from domestic machine-tool producers 
or the desire of government to foster the more 
rapid growth of heavy industry has led to the 
licensing of all machine-tool imports. Indeed 
government intervention most often leads to 
the initiation of production of more complex 
machine-tools 


sector 
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The import of machine tools often is per- 
mitted only when domestic producers certify 
their inability to produce the imports proposed 
Under such a policy, machine-tool purchasers 
attempt to maintain an ability to import, while 
producers are likely to argue that they can 
match the foreign product. In their anxiousness 
to encourage new production, govern- 
ments may lend more weight to the claims of 
producers, at least until the pur- 
chasers become apparent. In the interim the 
resulting inability to obtain high-quality equip- 
ment may retard growth in sectors outside the 
In such sectors many items 


some 


effects on 


machine-tool sector 
are simpler to produce than machine tools, and 
those items enjoy a comparative advantage rela- 
tive to machine tools. The growth of the 
entire mechanical-engineering sector may thus 
be slowed by the premature emphasis on 
machine tools.?5 

The effect of restrictions on the import of 
equipment can be seen in the following descrip- 
tion of conditions in Indian textile-machine 
production 


With few exceptions, machine tools and equipment 
are 10—25 years old and in poor condition due to 
both difficulty of importing spare parts and bad 
maintenance. This is particularly so in the heavy 
machine tool sectors where little if any replacement 
has taken place. Single purpose, non-automatic light 
machine tools dominate throughout, with conse- 
quently variable operator workmanship. In the 
early 1950s, when most Indian firms commenced 
manufacture, machinery was of low speed simple 
construction and had remained virtually unchanged 
for the previous 50 years; for these models, and 
with abundant cheap labor, the original machine 
tools were adequate. In the early 1960s there was 
a revolution in textile machinery design leading to 
machines 3-—4 times faster than 1950 models 
Within a few years this sophistication in design had 
out-moded all existing machine tools, as tolerance 
became critical, and extensive investment in re- 
tooling became the order of the day in Europe and 
Japan. Indian textile machinery makers did not fol- 
low suit and today expect to manufacture modern 
products with obsolete machinery. This leads to 
lower quality. In a larger number of cases rejection 
rates are reportedly so high, that unless defects are 
overlooked and faulty parts used, production 
would be halted. The sad state of machinery has a 
disastrous cascading effect. Varying tolerance and 
modest operational ability necessitates intensive 
inspection. Usually costly remedial action has to be 
taken to patch up machines. Most machines have 
to be erected in plant and far too much filing was 
undertaken to ensure that all the parts fit. The lack 
of standardization is also a constant concern for 
textile mills since it is very difficult to find spare 
parts that fit their machinery (World Bank, 1975, 
pp. 20-21) 


(f) Conclusions about comparative-cost 
structures 


technological 
efficiency 


The foregoing discussion of 
difficulties suggests that the low 
wages of LDC equipment producers are likely 
to be offset, at least partly, by a variety of inef 
ficiencies related to production. It also suggests 
that the establishment of an integrated equip- 
ment sector, rather than a fabrication sector, is 
likely to be considerably more difficult than 
envisioned by those calling for the end of de- 
pendence on imported equipment and the tech- 
nology it embodies 

In general the country studies surveyed in 
this paper suggest, despite the factors which 
decrease plantwide productivity per day, that 
the wage cost per unit of production in many 
products appears to be less in LDCs than in the 
developed countries. Whether this is sufficient 
to achieve a static cost advantage is not always 
The following framework is useful for 
integrating many of the preceding strands into 
an arithmetically consistent framework. Denote 
the price of a machine by 


clear 


p =zw + p,k + p»ym, (1) 


where z, k and m are the labour, equipment and 
material (measured in physical units) input per 
unit of output and w, p, and Pp, are the prices 
of these inputs. Let the subscript 2 represent a 
developed country and the subscript | an LD¢ 
Then the difference in price is 


P; = Z,;W,) + (Kp p, Ki Pr ) 


(275 W> 


+ (m2Pm M1 Pm. ), (1) 


Ll] wy, 


1k, 


[(z2w> Z,W,) 


Pi )/P\ 


+ [(k2 Pp, /ki Pr, ) 
+ [(m2 Pm. /mM,Pm ) 1}]m, 


+ 


terms 
each of the 


where Ww, Pp, and similar 
resent the share in unit 
factors of production in the LDC. Equation (2) 
simply shows that the relative price of the prod 
uct in two countries depends on relative physi 
cal productivity, z,/z,, and relative factor 
prices, W2/Wj 

The evidence suggests that for products in 
which LDCs currently are competitive, that 
competitiveness is attributable to w, /w2 <z2/Z, 

that is, the relative wage is smaller than the 
relative productivity of labour. On the other 
hand, Py, is greater than p, because interest 
costs in LDCs typically exceed those in the 
developed countries, while the k/k, relation 


Z, Wy rep- 


cost ol 
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of costs for three classes of manufacturer, India. 1974 


Percentage of total costs 
L-fficient ntermediate Inefficient 
lirms firms lirms 

Raw materials and components 51 
Labour Z 27 
Manufacturing expenses and 

overheads 
Sales expenses 


Depreciatior 


fixed-capital intensity 
attributable to the more 

of the efficient firms 
lor inventories, it also ts 
interest harges reflect 


inventories achieved by 


as 1s evidenced 
but given the abse 
output ratios 
significance 
lat ineltficient 


the potential cost advantages 
wages of skilled labour 

ficiency of the third set of 

product cannot be inferred from 


recent ' age the data lis inefficiency would 
and 


methods t require kr leds the status of the textile 


iat 
Ud 


e€ equipment producer g each type of equipment. It is 
equipment to produce 1950-style possible that manufacturers adopting 1950 
nent. The machinery produced by vintage juipment exhibit lower production 


yups 1S fairly similar and sells for tl 


he structure of input prices. Or 


costs 
ne price; that produced by the put another way, 1970-design machines may 
is would > scted, sells for a not . e least-cost method for at least some 

of the firms within the industry 
[he evidence must be considered from the The same source provides another useful set 
perspective of both the producer and the pur of comparisons that allow some inferences 
chaser. First, consider the producer. The most about the cost competitiveness an LDC firm is 
striking difference among firms is the large vari likely to enjoy if it can largely eliminate x-in 
ation in labour costs attributable to differences efficiency and operate at the international pro- 
in better equipment per worker they are only duction frontier. This condition is satisfied by a 
partly offset by the higher depreciation charges Swiss textile-machinery producer and its Indian 


and to differences in layout, scheduling and licensee. Both produce similar equipment: the 
é t 


so on. The study indicates that variations also Swiss firm is internationally competitive; the 
exist in the productivity of labour in specific Indian firm has benefited from a detailed and 
tasks, which reflect the more intensive training rigorous training programme, so that its pro 
in the efficient group. That group also exhibits ductive efficiency is, by a substantial margin 
lower material costs. Furthermore, interest the highest among the large number of Indian 


charges are greater in the less efficient firms textile-machinery producers. The figures in 
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Table 4. Structure of costs for similar Swiss and 
Indian companies, 1974 
Composition of 
total costs 
Indian 
company 


Swiss 
company 


Elements of costs 


Labour 2 
Raw material 
Overhead and non-production 
salaries 
Sales expenses and royalties 
Depreciation 
Interest 
Profit before tax 


Total costs 


Source: World Bank (1975) 


Table 4 show 
machine produced by both firms 

Production wages and non-production sal- 
aries and overheads accounted for the largest 
part of the differences in cost. Part of the raw 
material difference is transitory, reflecting the 
temporarily lower price of Indian steel in rela- 
tion to European steel at the time of the anal 
Even with metals at world 
however, the Indian firm‘would continue to 
enjoy a cost advantage because of the 
costs of its efficient casting and forging sup- 
pliers. The data reflect the classical argument 
for the competitiveness of LDC equipment pro- 
ducers: the Indian plant is considerably 
mechanized, as is evidenced by the combined 
depreciation and interest charges; it uses at least 
50% more labour in production. But the Indian 
wage level is less than a tenth that of the Swiss, 
and an intensive training programme has 
resulted in high labour productivity and hence 
a low efficiency wage. Nevertheless, when 
the price difference of the final product is 
disaggregated according to equation (3), costs 
of direct labour at most account for 10% of the 
final price difference; differences in costs of 
material and capital each account for roughly 
half the remaining difference.*® 


a cost comparison for a ‘typical’ 


ysis basic prices, 


lowe! 


less 


3. EVIDENCE OF DESIGN ADAPTATION 
TO DOMESTIC FACTOR PROPORTIONS 


Before proceeding to the evidence, | will 
briefly discuss some of the issues related to 
innovation. The market wage-—rental ratio, 
however distorted it may be relative to a social 
optimum, is considerably lower in the principal 
LDCs producing equipment than in the devel- 


APITAL-GOODS SEC 


TOR IN LDCs 


oped countries. If it is assumed that purchasers 
of equipment are interested in reducing their 
production costs, the derived demand for lo- 
cally produced machinery should lead to equip- 
ment and processes that are more labour-inten 
Nevertheless the rather thin evidence on 
and extent of adaptation of 


capital-goods producers does 


sive 29 
the existence 
designs by LD¢ 
not verify this expectation. The alternative for 
responding to local factor prices production 
of vintages of equipment no longer produced 
by more advanced countries is more widely 
confirmed, but here, too, the evidence is sparse 
Both mechanisms for adjusting to different rela- 
tive factor prices are discussed together, though 
there are important differences between them 
There are two sets of evidence on which to 
draw. First 
ticular LD¢ 
machinery industry 
on machine production, 
mation is available about the character and sig 
nificance of technical 
final product as well as the production of older 


there are detailed studies of par 
such as the Indian textile 
Because these are focused 


infor 


sectors 
considerable 


design changes of the 


designs, usually under licence. These studies 


tend to focus on larger producers, about which 
Thus any inferences drawn are 
firm. A second 


more is known 
perforce limited to this class of 
set of studies describes the design activities of 
LD¢ 
other interests, including analysis of export per- 
formance, the choice of technique in machine- 
using industries, and the efficiency of 
scale enterprises.*° Neither set is systematic in 


equipment producers as a by-product of 


small- 


product coverage or in evaluating the economic 
significance of They 
quently permit only tentative inferences 

I shall limit my discussion of design adap- 
tation to major changes in the factor pro 
portions that characterize equipment produced 
by LDC firms. Other types of innovation, such 
as increased efficiency of material use or 
adaptation to local materials, are important as 
well. Indeed numerous small innovations that 
reduce the input requirement per unit of out- 
put, regardless of their factor may ulti- 
mately be of great economic significance. The 
types of innovation are undoubtedly re- 
lated.7! In a somewhat different vein, if LD¢ 
producers replicate the equipment of developed 
countries at lower prices, a reduction in capital 
intensity is thereby achieved. These extended 
issues require separate treatment, however, and 
there currently is little systematic evidence on 
them 

The predominance of information on the ac- 
tivities of large producers almost certainly in- 
troduces a bias toward observing limited adap 
tation of factor proportions. Purchasers of their 


design changes. conse- 


bias, 


two 
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likely 
the 


weaker 


to produce for the pro 
market; they 
incentives to obtain 


equipment are 
tected segment of lomestic 


consequently ftace 


the cost advantage that more labour-intensive 
larger 


their 


; " 
equipmen yuld < In addition 


ten receive 


licensing These two aspects ol 


yf designs are related 

at such extensive use of labour 
designs of developed countries would be 
the ultimate users faced more com 
the availability of 


higher 


table if 
markets. In turn 
the 


with their use may have generated pressures for 


petitive 


those designs and costs associated 
protection from the machinery-using firms 
Smaller more 
likely to sell to firms facing competitive factor 
to under 


imported designs or 


producers of equipment are 


and product markets and, as a result 
take greater adaptation ol 
to produce their own. Thus the following sum- 
which often is pessimistic about the abil- 
LDCs to 
their interest in that ability 


mary 
engage in factor adaptation and 
may be too gloomy 
small firms have been 


cause etforts ol may 


In a 


ore appropriate machinery might 


different environment for 


As I will argue later, this out 


inevitable 


an convenient! e classified by 


lesign. Large firms tend to rely 


smaller firms ypying existing 


Licensed pro ction yf 


unaltered 
the spectrum of choice 


LD 


when the 


rms do not modify them 


censor Iwo 


an example: one 


ypducers 
i Swiss automatic loom of the 
960s; the semi 


early | second a 


ording to a 1950 Japanese 
f the 
f that of the locally produced 


which in turn cheaper 


semi-automatic ioom 
nat was 
Western then 
Bank 
these 
attributable to 

ivailability of 
the tast 
the lower initial equipment cost 
wages in the 


South Korean companies continue to 


European looms available 
The 


iooms rat her 


purchase by local 
modern 
the 


yarn 


than more 


two circumstances 


mes 18 


sporadk the high-quality 


necessary t realize speeds of more 


modern looms 


and iow cotton-textile sector 


Similarly 
looms, which are ex 


produce semi-automatic 


ensively used in the domestic textile industry 
to produce for both the export and domestic 
markets.*? 

Relying solely 
important 


intermediate term 


on equipment of older vintage 
option for producers in 
has important 


though an 
the short or 


limitations. Continued design improvement by 
machine 
not at ieast 
the LDCs 

dominance 


developed 


producers in the developed countries 
partly 
lead to a situation of technical 
in which the equipment produced in 


offset by similar activity in 
may 
countries is less expensive to use 
But re 


cost of 


regardless of relative factor 


prices 

can be the 
eliminating some of the inef 
the preceding 
reductions that 
continue to be 


ductions that achieved in 
production by 
section 


LD« 
com 


ficiencies discussed in 


may permit price allow 
produced 
petitive fi 


Design 


equipment to 
ra longer period 

may be less important for 
that typically do not 


evolution may reflect 


research 


smaller local producers 
Their 
the differences in creative ability as well as their 
links to the competitive the 


economy instances of com- 


rely on licensing 


more sectors ol 
There are some 
panies modifying imported designs, upgrading 
them, and producing a machine that permits a 
labour ratio in the using sector 


Argentine 


lower Capi 
For companies are 
rently producing food-processing equipment 
mechanized than advanced-country 


example cur 
that is less 
equipment designed for the same product; so 
number of Pakistani 
Pakistan, 1976). In 
unfortunately is no 
adapted 
Other 


are a 
1978 


companies (Cortes 


these two instances 


there evidence of whether 
the 


ficient 


ally ef 
that 
not 


equipment is economi 


pieces of evidence indicate 


smaller firms in many countries, usually 


under license, have 


that 


goods w hose quality 
bt 


manufacturing produced 
the 


is too low 


simple equipment often is used for 


prod ictl 
for internat) 
What tner is the 


ynal trade 
LD 


studies ofl 


evidence inno 


systematic series ol 


methods that 


vation’? In a 


alternative production could be 


used to ter tactor proportions studies 
the Livingstone Institute at the 
f Strathclyde LD 


provides a principal source of the in 


carried out by 


University produced 


equipment 


creased ge of choice in only a few sectors 


34 
naize milling In others 


most wt adly in 


most of the central processing equipment was 


designed and produced in developed countries 


though some of the simpler structural compo 


nents of the production process, such as vats 


Moreover 
the expan 


locally manufactured in other 


yf the choice of technique 


were 
studies 
sion of the range of choice arises from currently 
produced Japanese equipment or older vintages 
from developed countries, but rarely from LD( 
production 
Althoug! 
ability 


the evidence is far from extensive 
and interest in major design alter 
intensity or to 


the 


ations to increase labour 
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augment tne contrast w 
aiternative ited eviden 
capital-goods ( This staff exists 


undoubted!l $; partly related t 


arcn activily 


addition, it may 


the principal LD¢ roduc 


iv¢ 


luction 


ssessing 


yriented 


mited 


po 


} emerger 


the encouragement 


SOME HYPOTHESES ABOUT THI 
RESEARCH PROCESS 


There numerous de 
systematic studies of the extent or absence « 
research on design in the Capital-goods sector 


ind other sectors of the LDCs here 


considered tween licensing 


‘he most general impression conveyed by the s too simple: it 


existing studies is the absence of product re to structure the 
search; but this impression may partly lex fect of 


the disproportionate attention analvst nave tiveness 
given to publicly funded research institutes. in 


siderations 
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generat , 


: LD 


egoing sketch of the probable ef 
wverhang yuntries of 


in developed cx 
tT innovations and eflectiveness in 

er ones is even roughly correct 
! design research 


LDCs 


would help to € 


engineering sectors ol becomes 
o understand. It 


of labour-using 


aiso \ 


innovations 


such research 


ly undertaking 


sases the present discounted value 


machine in the user-industry may 


mpetitive edge removed by rivals 
the present 
A labour 


by a rival’s 


that purchase licences that increase 


discounted vali their equipment 
using adaptati matched 
ability to incorporate 


or higher speeds. The rival need not compete in 


‘ 


material-saving features 


If techn 
itsell 


though 


technology 


uscouraging etiect of the 
DC innovations, the low 
may be attributable to 
the capital market im 


LD 


intervention to 


the largest firms 
Pul Lic 
levelopment can be justi 
sse grounds. There nevertheless 
ty that LDCs may suffer fro 
disadvantage in 
ind the case | 
that the 


benefits from the 


nstrate appropriately 


the discounted 


e detined iditional 
n the given investment if 


ctor produces more appropriate 
) suppliers in developed countries 
a good in 


lependence is viewed as ¢ 


I } I need be 


Is pec 


that infant-industry 


I alculation 


t that behind such views lies the 


ntuition arguments about 


velopment are valid 


REQUIREMENTS OF COST EFFICIENCY 
AND DESIGN INNOVATION 


competitiveness of LD¢ 
cers depends on activities 
Capacities: reducing excess pro 


ittributable to the 


related to two 
duction cos types of in 


ted earlier; undertaking research 
Research to 


unchanged 


efficiencies 


and particularly altering designs 


reduce the production costs of an 


resear¢ h 
In the 


related 


termed process 


product usually is 
efforts t iiter product researcl 
equipment the 


h, by lowering the price 


iesign 
productior two are 
because proc resear;re 
alters the tech 
purchasers. Some 
Latin 


lucers, all in the non-engineering 


ola 


machine a given design 


choice acing recent 


nical 


accounts experience of American 


industrial 


considerable process inno 


iment 


vation.** this is 


sectors 


found to characterize the 


engineering sector as well 


it is Of some import 
ance becaus ] the of capital 


titute a capital-saving phenomenon 


sclines in price 
goods con 
for the entire economy 
some of 


table to inefficiencies will be ameliorated simply 


the excess production costs attribu 
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through greater experience and a growing level 
of output 
Labour 
equipment 


others will require special efforts 


tasks 


improve 


productivity on set with 


likely to 


given 


over time, a 


number of studies have demonstrated that the 


physical labour input per unit of output in the 


engineering sector declines with cumulative 


46 


experience Plant-wide productivity should 


aisO 2Zrow as 


output ol 


a consequence of an increase in the 


individual plants, assuming that this 


inrease permits greater utilization of special 


| 


equipment and labour. In addition, augmented 


organizational should inc 
ability of 
from subcontracting 


Inefficient 


experience rease the 


both the firm and the sector to gain 


practices the absence of con 
version guides for machine operators, the mis 
use of existing machinery, and the problems of 
layout are likely to require explicit expendi 


Although 


yressure Can provide a more recep 


ture to obtain the requisite knowledge 
competitive 
tive atmosphere for the diffusion of the im 


proved practice, attention to 
institutional 


learning process 


improving the 
mechanisms will shorten the 
Reducing these performance 
gaps requires Visits to foreign plants, the use of 
external consultants, and the upgrading of both 
firm level and industry-wide research organiz 
ations to augment the knowledge of the best 
practice.*7 

In the longer term the LDC producer must 
compete not only in cost but in design. The 
engineering in developed countries en 
This 
leads to a steady flow of improvements which 
operating input 
developed countries. Such alterations are 
vant to LD¢ 


sector 
gages in a considerable amount of research 
reduce costs at the prices in 
rele 
particularly those pro 
ducing equipment under The 
generally will not be able to obtain complete 
information on improvements that the 
licensor makes to enhance the performance of 


producers 


licence licensee 


new 


equipment, often without an increase in price 


Moreover these frequently are 
not labour-saving in the sense of requiring fewer 
workers per machine. Instead the speed of the 
machine or its efficiency in using 


Depending on the price of the newer 


improvements 


materials is 
increased 
machine, potential buyers may prefer the newer 
design because a given investment expenditure 
will result in a larger present discounted value 
Thus, even if the LDC firms initially can match 
or undercut the international price, there is an 
attenuation of their initial 
advantage, unless their product is upgraded 

The difficulties posed by the need for prod 
uct upgrading are not, of course, specific to the 
Any 


cost 


inexorable 


capital-goods sector commodity whose 
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cnNaracteristics are ¢ ti Ly 
This, then 


idvantage 


peing change 
face the same 
problem in comparative which w 
cludes research ability 


Product-cycle 


imong the endowment 
theorists who have considere 


similar questions typically conclude that, afte 


the technical shakedown and the routinizat 
of production, a 
tage in traditional factors 


mine the 


country’s comparative adv 
will eventually dete 
efficien production 


ence, however e een the considered 


good 
eqult 
In the 


product with 


first, after 
fairly 

characteristics Once 
Structure of consumpti 
consumer product is 
Research in the 


directly 


developed 


undercut its unless 


Sdies 


substitutes are produced. On the 


newer equipment, prodaducing as It « 


yutput, can completely replace unimproved 


equipment once the present discounted valu 
of the earnings ream of the 
of the latter 


early in the pr 


former exceeds 


Indeed the research-intensive 
oduct cycle 


phase continuall' 


characterizes capital-goods-producing sex 
tor, which is innovation-intensive 


{ 


The necessity of newer designs in the longer 
term is not 


export 


limited to the requirements of the 
market. Domestically 
may initially be 
imported 
improve the 


produced equip 
cost 


ment 
than 


ivailable at lower 


equipment. But if foreign 
their 
a point will 


companies design of equip 
ment more rapidly than local ones 
be reached at which 
from the use of 


exceed 


production costs arising 


locally produced equipment 


will those associated with imported 


engineering 
ll gravitate 
| exhibit 


machinery. Unless the domestic 


sector 1s protected, purchasers wi 


towards imports, and the sector wil 


Figure 1. Choices facing equipment users 
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supply ler-vintage equipment whether 

ll raise production costs 

~~ Equipment buil 
’ US manufacturing in 
Capital-intensive for 
and a gradual, forced 

creases the 
capal 1€ 

vintages presents an attractive potential for 
} 


acl 


lleving esirable rate of technical upgrading 


guipment, « As Figur mpli however. the world is not 


> 


this benigr nimproved versions of B or 


ZOa 


over the rate of introduction 
will surely > conditioned by 
the continuing design progress by equipment 
roducers eve | ries. W \ 2 


nt costs and achieve 


design improvem« the scope for controlling 
lution is limited 

exampie 
I magnitude 


1 and B exhibit 


laracteristics per unit 


Number of 
equipment peratives re 


equipment (3) quired annually 


15.000 


5000 


e only costs of oduction are 

iterest and wages, and that the 

output of both machines 1s 

purchasing country has an 

annual wage of $400 and an interest rate of 
20%, and he equipment has a life of 15 years 
annu of production assuming 


straight-lir 
ipital-goo 


7) One of 


tential nef 1e ability to produce Capital Labour Total 
ylogies that are outdated advanced Type of ost t 


os cost 


yuntmes (su ‘ I6U-vintage lood-processing equipment ($) ($) (>) 


achinery) t é momically etficient in some 
LDCs 


3208 400 3608 
1069 2000 3069 


figurations 
vides more 
over ‘technical destiny’ than would 
extensive purchases of used equipment, the sole If type-A equipment, produced in the advanced 
reliance on which would require an importing country, shows a 3% annual 
nation to continually modernize its equipment, 


decrease in both 
capital and labour costs while type-B equipment 
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remains unimproved, the total cost of pro- 
duction for the two types would become equal 
after about 5 years. But if the capital cost of 
type-B equipment can be reduced by 25%, it 
would remain less expensive to use for an 
additional 3 years. Gains in internal efficiency 
clearly can delay the day of reckoning, but the 
absence of research to improve equipment 
limits long-run prospects 

Three characteristics affect the determination 


of the year in which the catching up occurs 


the initial capital—labour ratios of the two 
types of equipment; 

the relative factor prices paid by potential 
purchasers; 

the relative rates of ‘net’ improvement in 
equipment performance: that is, the in- 
crease in equipment price minus the saving 
made possible in labour and material in- 


puts 


If an LDC compete the 
developed countries in their own product lines, 
it should do two things: emphasize machines 
in which the difference in characteristics be 
tween its equipment and that of developed 
countries is considerable; search for markets in 


decides not to with 


which the ratio of wages to the cost of capital is 


low.*! Even by following this programme, 


however, improvements that reduce the cost of 
using LDC-produced equipment must eventu- 
ally be generated. Thus, under the optimistic 
assumptions of our example no wage increase 
and an initial machine price a third that of the 
developed-country machine the initial cost 
advantage is eroded after only 5 years if no 
LDC improvements are forthcoming 

Ihe arithmetic example obscures one critical 
point about which little is known: the develop- 
ment of prices relative to cost-saving character- 
istics in the industry in developed countries. If 
design modifications increase the present dis- 
counted value of production with a machine 
because productivity improvements are not re- 
flected in commensurate increases in the price 
of equipment, unimproved machines will, other 
things being equal, command a lower price. At 
the extrente, if the price of equipment of devel- 
oped countries does not increase, the range of 
effective choice faced by purchasing industries 
will be increasingly narrow. Ultimately the 
equipment of developed countries may domi- 
nate that of the LDC. But if the cost of equip- 
ment increases in step with the rise in machine 
productivity, the LDCs will be under less press- 
ure to do research. 

The reason for my earlier emphasis on poss- 
ible sources of cost reduction in LDC equipment 
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production should now be clear. In the absence 
of a design ability, LDC companies may fore- 
stall for a time the loss of competitiveness by 
reducing the costs of production through pro 
cess research. But the potential efficiency gains 
from such improvements incur some costs and 
are exhaustible. Reorganizing the flow of work 
improving maintenance, and cleaning the sand 
from casting-shop floors are once-and-for-all 
changes, though they may have large 
cutting effects.*? Eventually more fundamental 
efforts will be required to increase competitive 
ness, particularly by design changes. By main- 
taining the short- and intermediate-term 
petitiveness, however, disembodied efficiency 
gains can the gradual buildup of the 
requisite research capacity. Building up that 
capacity of course is a major undertaking that 
ranges from training technical personnel, to 
establishing institutions in which they are use- 
fully employed, to developing institutes of 
weights and measures 


cost 


com- 


allow 


6. EXPORT MARKETING 


The focus of the foregoing discussion has 
been on production in the capital-goods sector 
Other issues, particularly those associated with 
marketing, have been ignored. For most LDCs, 
however, exports, will be instrumental in the 
development of the sector. For capital goods 
for which long production runs are typical in 
the developed countries, exports will be necess- 
ary to achieve economic levels of production 
for products for which small batches are the 
rule, exports are desirable to increase the aver- 
age rate of use of productive capacity in the 
face of fluctuating domestic demand. Further- 
more, in countries whose success in exporting 
traditional consumer goods has led to increas- 
ingly restrictive import policies in purchasing 
countries, a change to a strategy emphasizing 
engineering products offers an alternative in 
the intermediate term. Indeed, in their 
recent plans, Korea and Taiwan emphasize the 
importance of engineering industries as a source 
of continuing rapid rates of export growth 

Trends in the destination of LDC exports 
are a bit surprising. For the most recent years 
for which data are available, about half the 
capital-goods exports of LDCs have been to 
other LDCs, despite the much larger market in 
developed countries. Given my earlier argument, 
it seems unlikely that much of such trade oc- 
curs because of the sale of industrial equip- 
ment which is more appropriate that is, 


most 
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labour-intensive. Instead it appears that a prin 


cipal reason is the price competitiveness of such 
hall 
the 
machinery 


standard items as valves and 


dearings 


diesel included in ‘capital-goods 
that 


large in trade 


engines 


category idustrial has been 


lanted 
adapted 


LD 


countries seem 


loom between 
the 


to consist primarily of simple 


does not 
exports to developed 


Standardized items rather than complex indus 
trial machinery 
The 


years 


pattern is likely to continue for several 
As was seen earlier, research on industrial 
machinery in the developed countries militates 
LDC products this 


well be e1 sd as countries im 


against though advantage 


may various 
Equally important 
difficulty of marketing indus 
the risk of 
uccessful LDC exporters, especially 
ast Asia, ! 


ynsumer 


lesign Capacity 
lowever, is the 


trial machinery. At oversimplifi 


the s 
ave concentrated on standardized 


industries as textiles 


goods. In such 


clothes and wigs, the product often is com 


pletely planned by the ultimate importer in the 
the pre 


clothing, for example, it is not 


rduction of 
the 


( hoose the ma 


devel yped countries In 
unusual for 
scify the designs 
d completely finance 

ital requirements of the pro 
In addition, the entire selling 
mporting nation is carried out by 
as Korea and 


companies that 


countries Taiwan 


ywned rading 


but rarely have 


1ons 


oO assume the entire mar 


countries 


t. selling cz equipment to 


i much more complex operation 


10t descend upon a country in 


a bargain. Indeed low prices 


m to generate some doubts about the quality 
markets 


efforts of individual 


the equipment. Success in foreign 


ends much more on the 


producers or their trading companies toidentify 
{ 


rends 


in products and markets. Extensive net 


works for 


servicing need t« 
mature LDC pro 
Further 
lity of equipment producers to ex 


overseas sales and 


e established, and even the 


jucers have had little such experience 

provide performance bonds Is a 
Until re 
effort in 
the 


engineering 


feature in any export drive 


there has bee a limited 
‘as not production. In 
these the 


products most likely to be exported in the next 


considerations 


5S or so years are those similar in their 


keting requirements to the standardized prod 


ucts already being sold, such as textiles. It 
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should be noted, however, that Argentina has 
recently been successful in selling limited quan 
plants, primarily to countries 
American Free Trade Area. Whether 
*s can be replicated outside this pro 
environment 


they are 


tities of turnkey 
of the Latin 
these sale 
tected remains to be 


seen, though 


an encouraging sign of a new stage ol 
development (Katz and Ablin, 1978) 
Ihe character of 


particularly for 


marketing 
products LD¢ 
the industrial-machinery 
market in the developed countries. In particular 
there are 
tilying 
countries, and 


may 
why 


explain 
new most 
Sroducers cus on 
kely to be scale economies in iden 
markets, tailoring products to specific 
establishing sales and servicing 
networks. Once the major costs of these activi 


ties have been incurred, considerable increases 
in sales should be possible without commensur 
mili 
concentrating on large mar 
kets, not the smaller markets typical of LDCs 
Marketing 


tions disc 


ate increases in costs. This characteristic 


tates in tavour if 


costs also impinge on some ques 
They shift the ef 
lirms, even in 


issed earlier 


may 


ficiency bali toward large 


which scale 


not to 


product groups in economies in 
ind are likely 


nst adaptive behaviour in design 


productior be found 
to militate ag: 
LD 


intensive e 


If an firm were to design more labour 
the 
tther LDCs could 
profitability yf the 
keting oper that of 
idapted machines to the developed countries 
Although tl not 


vides still 


juipment cost of successfully 


selling it in reduce the net 


design—production—mar 


ition below sales of un 


result is inevitable, it pro 
ther reason why -adaptive designs 
nave not et 
in LDCs. It 


tance ol a 


become an important activity 
nay also explain the reported reluc 
number of Indian machine-tool pro 
ducers to undertake a sustained sales effort in 
any but the LDCs (Frankena, 1971) 
Many Korean manufacturers of industrial equip 
ment appear similarly diffident about entering 


the African market 


large 


IMPLICATIONS FOR POLICY 
Productio in the mechanical-gngineering 
provide an efficient growth oppor 
tunity for some of the more advanced LDCs if a 
variety ol 
the advantages 
skilled labour 


in the long run requires 


sector may 
ost-increasing features do not offset 
irom 


accruing lower costs of 
But the sector’s competitiveness 
in addition to improve 
etfort 
mproving machinery design 

Specific policy 


ic efficiency 


ments in Static efficiency, greater and 


success in 
measures to 
the 


Stat 
the 


increase 


depend on source of 
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inefficiency. It is useful to emphasize the dis- 
tinction between cost-minimizing responses to 
existing relative factor and to such x- 
inefficient 
crowding in the placement of machines 
the latter are of policy interest, but only 


far as increased competition, particularly 


prices 
unnecessary over- 
Only 
in so 
from 
imports, is insufficient to reduce x-inefficiency 
optimal rapidity. In 
may establishment of an 


practices as 


with socially this case x 


inefficiency warrant 


industrial extension service, efforts to provide 


translation, and en 


visits by 


technical materials in 


couragement ol! local personnel to 


foreign factories or by the representatives of 


those factories to the local industry 

Ihe financing of these activities depends on 
the organization of the sector. If there is a large 
medium-sized firms, it is 


diffused to 


number of small and 
likely that will be 
firms that are not direct recipients of technical 
externalities this dif- 
fusion may justily con 
ventional benefit But if 


the organization of the sector is oligopolistic 


some learning 


aid. The generated by 
subsidization, if the 
met 


cost test can be 


as in several of the countries currently active 
in capital-goods production, any externalities 
will extend to only a small group of firms. It 
appropriate for the 
borne by 


would then seem costs of 


improving efficiency to be these 
firms 

If it can be assumed that the evidence accu 
rately conveys the paucity of domestic research 
activity, it may be desirable for the public sec- 
tor to act as a catalyst for such activity. The 
character of the actions required can be arrayed 
along a spectrum from implicit technology poli 
those working indirectly through changes 
to such explicit policies 


cies 
in economic policies 
as the subsidization of training of engineers or 
the establishment of institutes. Be 
cause the desirable mode of 
likely to differ significantly 
universal recommendations are applicable 

In countries already 
numbers of research personnel and laboratory 
facilities, implicit only 
ones required if the existing incentive structure 
particularly the tariff regime 
optimal levels of research. For example, a more 
competitive environment in the 
purchasing sectors may stimulate a demand for 
local adaptations of imported designs or for 
wholly new designs. Or the removal of import 
restrictions, whether these be quotas or high 
tariffs on sectors supplying the machinery indus- 


research 
intervention Is 
by country, no 
possessing significant 
policies may be the 
sub- 


leads to 


machinery 


try, would enable qualified personnel to engage 
in research rather than concentrate on bringing 
suppliers up to the standards required.“ 


Other policies short of direct intervention 
may alfect 
development. Of 
treatment 
magnitude and duration of such payments. If 
the ready availability of 
low prices is perceived to reduce research and 
development 
could be 
make them 
implementation may be difficult 


decisions about research and 


particular 


also 
note are the tax 
of licence fees and the limits on the 


licences at relatively 


desirable levels, policies 


their net 


below 


designed to raise cost or 


more diffic to 


obtain, though 
Explicit technology policies include 
lated to the 
sidization of 
sidization of training for scientists 
technicians. In addition 
tutional mechanisms can be 
the actual 


acquisition of hardware 


operating expenses, and 
I engineers 


‘ 


and a variety of insti 


used to implement 
research, ranging from government 
owned and industry-wide institutes to subsidies 
for research by private firms 

It seems likely that the newly industrialized 
South Korea 


emphasis on 


countries, such as and Taiwan 


may require a greater explicit 
relatively small endow 
ments of research personnel and facilities. Such 
Argentina, Brazil and India 


to derive 


policies because 


countries as 


other hand, are more likely relatively 


large benefits from changes in economi 


t 


cies. Just as for measures to increase x-effic 


j 


it is desirable to avoid public-sector financing 
of activities that the private sector should find 
profitable 


significant 


unless there is strong evidence 
capital-market imperfections « 
cessive risk aversion 
that the 
vaniant of 
should 
modity production 

Iwo policies are First 
barriers to the import of high-quality machine 
tools should be removed. Although 
low uniform tariff may be used to protect the 
entire machinery 
port of machine tools vital for achieving high 
quality output 


given the complexities of 


It also is important to note 
subsidization of research is simply a 
and 


infant-industry encouragement 


meet the same tests as those for com 


other desirable 


a relatively 


sector, prohibiting the im 


is counterproductive. Second 
marketing producers 
justified if lumpy in 
firms from estat 
marketing efforts 
to avoid financing activi 


goods, some aid may be 


prevent individual 


large 


vestments 
lishing sufficiently 
Again, it is necessary 
ties that the 
able 
Finally 
about the choice of additional products. Most of 


private sector should find profit 


some observations can be made 
the LDCs considered in this survey already pro 
duce a fairly large range of capital goods. Any 
expansion of production would best be concen 


trated in products exhibiting two characteristics 
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first, current production techniques should not 
such 


pro 


competence in advanced sciences 
in particularly difficult 
second, the product 


require 
as metallurgy, or 
duction technologies 
should not be undergoing rapid design changes 
An activity that conforms to both guidelines is 
the production of standardized components 
that other 


bearings, gears and fasteners are examples. Simi 


countries can use 


’ _ 
producers in 


items, such as beds for machine 


bodies for 


structural 


and frame engines, could be 
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manufactured. All these product lines require 
an achievable level of upgrading in foundries, 
forges and stamping operations but no major 


improvement in metallurgical or design skills. In 


expansion of these product lines pro- 
source of export earnings as 


addition 
vides an interim 
well as an incentive to achieve greater compe 
tence in fundamental skills whose labour-inten- 
sive character must provide much of any com 
parative advantage based on the low wage rates 
for skilled labour 


NOTES 


1. The existence of a spectrum of firms of varying 
reflect the production of different 
or 5-digit industrial classi 


size may partly 
commodities within the 4 
fication, with each individual product being produced 
by a narrower range of firms (by size) than appears in 
the broader grouping. If this is the case, the potential 
comparative advantage in LDCs would be in product 


lines for which the average firm size is small 


2. For an elaboration of this as well as other possi 
bilities that militate in favour of the establishment or 
capital-goods production, see Pack 

These are only possibilities, how 
must be 


expansion of LIX 
and Todaro (1969) 
ever, and their checked 


realization against 


available evidence. See the discussion of the require 
ments of cost efficiency in the next section 

distorted relative factor 
rental ratios in India or Pakistan remain considerably 
This does not 


3. Despite prices, wage 


below those in the developed countries 


imply that the only way to achieve lower production 


ost is through the use of more labour-intensive equip 
ment 


it is possible that cost reductions in the equip 


ment using industries may be realized by innovations 
that improve the efficiency of material use or permit 
higher quality to be obtained from operatives with 
limited skills. A 


the induced-innovation hypothesis and useful modifi 


good discussion of the objections to 


‘ 


cations of the theory are given by Binswanger in 


Binswanger ef al. (1978) 

4. The ability to modernize is a central issue. It will 
be considered in the section on the requirements of 
cost efficiency and design innovation 


5. Turnkey 
by equipment produc ers or consulting engineers 


plants are integrated factories designed 


6. See the survey by Murphy (1967) and many of 
the papers contained in Rosenberg (1976) 


The studies drawn upon are listed under country 
headings in the bibliography 


8. A number of complex issues analysed by Lamyai 
et al 
treatment would take the discussion too far afield. For 
example, sufficiently large batches of a single product 


(1978) are omitted here because an adequate 


may warrant changing the entire production process 
say, substituting special-purpose equipment for general- 
purpose equipment, and concomitantly decreasing the 
relative importance of skilled operatives — rather than 
simply lead to reduced costs for a given regime 


9. Among the studies relevant to worker produc- 
tivity is one on the machinery industries in Korea 
(World Bank, 1978) and others on foundries (World 
Bank, 1974a), steel forging (World Bank, 1974b), and 
textile machinery (World Bank, 1975) in India 


10. A graphic description of some poor working con 
ditions is provided in the study of machinery indus- 
tries in Korea (World Bank, 1978, Chap. 3). Many of 
these conditions also affect the productivity of the 
capital and material inputs 


11. lor an example see the study of forging in India 
(World Bank, 1974b, pp. 16—17) 


12. For a detailed discussion and sample computa 
tions see Lamyai ef a/. (1978). In relatively inexperi- 
enced firms the organizational costs of managerial 
to realize such sharing may offset some 


the reductions in 


time necessary 
of the technical economies so that 
costs are greater than the net de 


direct production 


crease 


13. Such benefits may also accrue to the captive oper 
ations of firms; the existence of extensive subcon 
tracting in advanced countries suggests that learning is 


likely to be greater in more specialized firms 
14. Also see Pakistan (1976), Vol. 2, p. 103 


15. As the study of foundries in India shows, import 
restrictions may also encourage internal production of 
cheaply (World 
See the later subsection on government 


components most secured abroad 
Bank, 1974a) 
policies 

16. An excellent discussion of conditions that may 
have fostered the evolution of subcontracting in Japan 


can be found in Watanabe (1978) 


17. This that low-volume, labour-intensive 
production can result in prices competitive with high- 
volume, mechanized processes 


assumes 
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18. This comparison does not establish a presumptive 
case for comparative advantage, which depends on the 
across sectors of the Indian 


relative factor intensity 


economy 


19. The annual turnover of inventories in Indian forges 
is 1—2; for companies in developed countries it is 6—8 
(World Bank, 1974b; Frankena, 1971) 


5 


20. Steel accounts for 40—50% of the price of forgings 
1970s India’s steel was 


high 
found in other 


and castings, and in the early 
selling at 50--60 
their 


above world prices. Similarly 


costs and adverse impact are 
for example, that on the manufac 
(World Bank, 1977, pp. 20 
21), and that on the engineering industry in Pakistan 


(Pakistan, 1976, Vol. 2, p. 290) 


country studies 


turing sector in Mexico 


studies on manufacturing in Mexici 
(World Bank, 1977, Vol. 2, pp. 13, 14, 18, 19) 
foundries in India (World Bank, 1974a, p. ii); and 
industries in Korea (World Bank, 1978 
4 typical finding in the third study is the 


21. See the 


machinery 
Chap. 3) 

following 
blank 


pound of the net 


In Korea it is common to find the forging 


weighing two to two-and-a-half pounds per 
weight of the forged part. The 
material is twice or more that occurring 
(ibid., p. 78) 


usually is some extra metal (flashing) 


wastage ol 
with good practice Similarly in closed 
die forging there 
remaining, which is removed with a trimming press. In 
many Korean forges it was noted that the flashing was 
so thick it could not be shorn and a torch was needed 
This is a slow process and leaves the forged part in a 
very rough state so that at the next operation in the 
machine shop a great deal of machine time is necessary 
(ibid. ) 
One interesting possibility noted in the study of tech 


in order to put the part into finished shape 


nical development in Argentina is that a faster tech- 
nical upgrading may occur if supplier industries initially 
sell to high-quality producers of consumer durables 


such as automobile manufacturers (Cortes, 1978) 


22. Once the large-scale capacity is in place, the social 


costs of producing a given level of output may be 


lower as a result of filtration: that is, the reduction in 
costs by larger firms may exceed the increase imposed 
on the smaller ones. The critical point is that sector- 


wide costs are unnecessarily high as a result of the 


premature introduction of large-scale equipment 


23. Frankena (1971) cites a number of examples of 


mechanical-engineering firms in India which undertake 
extensive modification of existing tools or complete 


production of new machine tools because of the in 


ability to import specialized tools. Many similar 
examples can be found in other countries. Such activi 
ties can offset to varying degrees the adverse impact of 


import restriction. For evidence in the non-engineering 


sectors, see Katz (1977) 


24. Those items require less fine tolerances and less 
knowledge of metallurgical properties 


APITAL-GOODS SECTOR IN LDCs 24 


25. This problem is similar, of course, to that in other 
industries in inefficient, protected 
intermediates reduce the competitiveness of efficient 
industries. The difference is that 
leads to long-term handicaps, even if the 
In contrast, liberalization, 


effect on 


which domestic 
purchasing 
equipment 
trade regime is liberalized 
have an 


poor 


say, of textiles can immediate 


clothing costs 


the foregone interest component of capi 
Whether 


depreciation charges do so as well depends on whether 


26. Clearly 
tal cost occurs regardless of utilization rates 
depreciation is attributable to obsolescence or actual 
use 


27. The remainder of this section draws extensively 


on parts of the study of textile machinery in India 


(World Bank, 1975) 


28. Non-production salaries are much lower in India 
but this holds for 
advantage on capital-goods suppliers 


all sectors and confers no specific 


would be 


29. While any cost reducing innovation 
desirable, it is likely that labour-using innovations are 
most likely to exhibit large payoffs. Also see note 
30. See Pack (1979) for a discussion of 
duced equipment in a context of the 
nique. For a more 


(1979) 


choice 


general discussion see 


31. David (1975) presents a stimulating discussion 
this and other related issues 

32. A fascinating account of an indigenous Indian 
tractor design, and the 
it encountered, is provided by Bhatt (1977) 


many bureaucratic obstacles 


33 These are not produc ed under licence but are a 
slightly modified version of an earlier Japanese design 
See Rhee and Westphal (1977) 


34. See Bell (1978), Child and Kaneda (1971), Cooper 
and Kaplinsky (1974), Johnston and Kilby (1975) 
Kaneda (1971), Pakistan (1976), Smith (n.d.), and 
Timmer (1972). Many of these illustrations, such as 
the Child—Kaneda documentation of the production 
of small engines and other equipment in response to 
demands generated by the Green Revolution, reflect 
limited adaptation of design, but confirm the existence 
of considerable small-scale engineering ability. The 
most thorough study of adaptation by small-scale pro- 
ducers is that of Bell (1978) on Thailand’s generation 


of locally adapted cassava-processing equipment 


examples see the studies summarized in 
World Development Vol. 5. No. 10 (October 1977) 


35. For 


36. Crane (1977) presents a fairly complete bibliog 
raphy 


37. See Cortes (1978), Frankena (1971), Katz and 
Ablin (1978). Pakistan (1976). and World Bank (1975 


1977). Among the representative facts gleaned from 
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ume difficult 

new product 
eign 

Similarly, it 

import 

(ibid., pp 


Alchian 


Dudley 
experience 
product 


y Sica! 


lains an 


DY assumin 


producti erna 
With the indicated f or — price 
st-minimizin is likely 


er vintage DI ocal design 


technique 


uid becor inimum 


rable to identify sectors in which im 


{ 


the characteristics equipment 


ries will be limited, a ymmendation 


d than implemented 


process innovation resulting from 


occur after the principal 


internal 


But there is no reason to believe 
devel ypc d 


flaws aré 


be greater than those in th 


that these w 


ountries 


growth may also encourage more re 
marginal 


$3. Productiv 
search and opment in so far as lower 
costs allow firms to increase their quantity of output 
Larger quantities encourage research and development 


the benefit of that research and development 


because the 


can be allocated over the firm's entire 


output at zero 
marginal cost 
54. Of course ich upgrading also is beneficial, and 


the benefit foregone weighed against the 


must be 


gains from additional research 
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Development Planning and Appropriate Technology: 


A Dilemma and a Proposal 


GENE ELLIS* 
University of Denver 


Summary. 


This paper examines the present system of project paper preparation and project 


planning used by the U.S. Agency for International Development and many donor agencies 


Three approaches for meeting the evident weaknesses of the system 


a holistic approach to the 


planning problem, an operant-conditioning approach to implementation, and a ‘process’ ap 


proach to planning and implementation 


are presented and critiqued. On the basis of the crit 


ique, an approach which is grounded in a search for an approximately appropriate technology 


which ‘twiddles the technical knobs’ 


is supported; and a proposal for an appropriate technol 


ogy evaluation system which would analyze alternative technologies, deliver information to the 
field level, supply needed information on technologies and implementation, constrain donor 
planners, reduce lag time, incorporate evaluations into future planning, and reduce dependence 


upon planners is presented 


THE ARGUMENT IN BRIEI 

The defects of the present system of project 
paper preparation and project planning as they 
relate to both viability and the choice of tech 
nology are readily apparent. Jameson and 
Worthington’s paper ‘Inside cost—benefit anal- 
ysis in AID’ made a quantitative analysis of a 
random sample of 110 project papers (and Capi 
tal Authorization Papers) approved since 1970 
and found that half the projects (49%) did not 
conduct either a benefit or internal rate 
of return analysis, and did not answer the 
question as to whether the projects were econ- 
omically justified.' (Only 56% of agricultural 
projects, and 42% of rural development projects 
did so.) Nine per cent (9%) of the agricultural 
projects giving benefit-cost ratios did not give 
any data supporting them, nor a list of the 
necessary assumptions. In 25% of the projects, 
no data were shown at all, and ‘in many cases, 
faced with the absence of data, project 
designers simply did no analysis’.2 The authors 
concluded that ‘there is room for substantial 
doubt about the usefulness of the type of anal- 
ysis’. With respect to the choice of technology 
it should be noted that an appropriate tech- 
nology cannot be identified unless each alterna- 
tive technology 
benefit analysis, whereas in practice it was un- 
usual for even one technology to be analysed 


cost 


is tested by a separate cost 


The research of the author* indicates that 
even when benefit 
turn analyses are conducted and presented, the 


often such as to vitiate the 


cost and internal rate of re 


assumptions are 
analysis; alternative technologies are not 
sidered, and the technologies chosen are demon 
strably inappropriate 

Ihe attempt to get at least some idea as to 
the economic feasibility of projects undertaken 


con 


(and hence at the technologies employed) has 
not been without its Johnston 
writes 


side effects 


‘The common tendency for donor agencies to re 
quire increasingly complex 
evaluation of projects has placed excessive and in 
appropriate demand on limited planning and ad 
ministrative capacity of developing countries. This 
has engendered delays and a shortage of good pro- 
jects and foreign 
enterprise 
nant syndrome of quasi-sophistication’ 


procedures for the 


has increased dependence on 
The result, Chambers argues, is ‘a malig 


* The research for this article was aided by a Univer 
sity of Denver Faculty Research Grant 

An earlier version of this paper was presented to 
the Annual Meeting of the Western Economic 
ation, June 1980 

rhe author is indebted to the Fortnightly Gathering 
on Development (FGOD) Seminar of the University of 
Denver and especially to the late Satish Raichur for 
criticism and encouragement 


Associ- 
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Given that the evaluation technique is a poor 


wr evaluating alternative technologies for 


appropriateness, the result may be both wrong 
choices and seriously ones. The serious 


ness of the problem of delay was recently ham 


mered home by Strachan, in an article in World 


Development® when, in noting that in Central 


project took a minimum of 2 

rst application to contract signing 
derably ) sr before disbursement 
gan, he questioned whether we could 
ynal planning great cost it 
major problem is that planners and 
often bias the choice of technique 
of techniques most useful to 
undertake the 
Still 


problem is that local data are not 


often go on t 


; 


of greatest ease to planners 


available in many cases, and that, for the types 


tf projects where appropriate technology is of 


‘ 


n, their size renders it infeasible for 


rigorous alyses to be undertaken Especially 


is this > Case 


in the numerous rural develop 
ment projects undertaken (with AID help) by 
private voluntary organizations (PVOs) 


Even 


when 


good project (and hence choice 
t 


evaluations are undertaken, the 


‘ 


or nought 


properly focused on an agency's 


n and recognizing the limits of its 
may still fall 
day pressures. Perhaps a characteristic weak 


flat in the real world of heavy 


evaluation studies is that they only add to 


rv abundance of intelligent 


that have had slight influence on action and 


perspective and 
studies 
which already fill libraries on social and economic 


leveiopment 


writes W | 


The analysis starts from the premises that 


ry ‘ 


there is a plethora of information on inter 


mediate technologies, but unanalysed and on 


the wrong levels; that the choice of technology 
is frequently made by planners and consultants 
biased towards inappropriate technologies; that 
the method of analysis is usually static benefit 
little 
and that evaluation studies 


affect the 


ost analysis with testing of alternative 


technologies even 


when conducted, rarely decision 
making structure 
It is argued that an approach grounded in 


for more appropriate technologies 


the search 
could provide more useful information to plan 
ners, provide needed analysis while 
venting local planning bottlenecks 
times in planning 
control and evaluative feedback 


rein to local LDC planning 


circum- 
reduce lag 
allow more administrative 


and give more 


2. PROJECT PLANNING: THREI 
APPROACHES AND A CRITIQUI 


the need fora holisti« approde h 


One the 
proach hich is founded in the 
aspect presented by McInerney in 
Bank Working There he 
(1) it ly to isolate only the 


Strongest cases against an ap 
technological 
a World 
argues that 
technical as 


pects duction 


Many 


with 


inhappy experiences in the last two decades 


transfer of available highly productive 


hnology to developing agricultures have 
made ibundantly clear that technology change 
does not merely modify the productive activities of 

Rather, it triggers an array of adjust 
yuughout the entire socio-economic sys 


end result of which may be inimical to 


development. !? It is a problem of matching (a) 
the external influences offered by alternative pro 
other pol 


duction methods, public investments, or 


icy interventions, with (b) the internal character 
istics of the rural system as reflected not only by 

parameters but by the nature f the 
power hierarchy, the distribution of wealth, the 


land tenure system, farm size structure, the extent 


1f market development, the traditions of interde 


pendence or social obligations, historical and cul 
tural f rs, and so on.!3 
Since technology is never exclusively a pro 
duction phenomenon, then neither selection of the 
appropriate technology for a given situation 
the prediction of its consequences can be 
1 solely within the restrictions of a technical 
work.'4 


(2) there is ‘the necessity for 
tended in the design phase 
1S What 


analysis. (3) Because the ulti 


nination 
lacets nnovation projects 


‘ 


1Or 1S ystems 
mate a 
but to 


induced 


is not simply to transfer technology 
nake technological change ‘an internally 
phenomenon’: ' 
Ihe assessment and choice of a particular project 
should be conducted within the context of both a 
wide view and a long view of the total rural system, 
the implications being examined beyond the farm 
gate and the project time horizon.!7 


(4) At present 
ner fora 


there is no methodological man 


mplishing this 


At the research level, the current absence of meth 
odology for unifying technical, economic 
cultural, and institutional factors needs to be rec- 
as a potentially paralyzing condition that 
impedes the formulation of these guidelines. Theor 


SsOcIO 
ognized 


etical and empirical work on establishing the 


necessary frames, though initially crude and per 
haps professionally unglamorous, could contribute 
significantly to pragmatic development policy at 


both project and national levels. '* 
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(5) Although ‘operational guidelines’ are des 


perately needed, since ‘the only mechanism for 
ensuring uniformity of treatment and adequate 
and balanced attention 


policy 


to critical issues is to 


formalize statements, organizational 
and operational guidelines’,'? there 
is no hope to be found in the appropriate tech 


nology (AT) approach 


structures 


The danger in the AT approach is that it diverts 
attention towards a simplistic policy of “twiddling 
the technical knobs’ 


concomitant social, 


and thereby ignoring all the 
institutional, and 

tural aspects ol the innovation system.” 
The 


because it is 


infrastruc 


concept is considered essentially 


not 


Static 
aimed at the long run prob 


lem of indigenous technology and because it 
the with the 
implication that the social system is as given.”! 
And 

erality 


grow 


seeks to adjust to social system 
finally it is based on an inappropriate gen 

‘what is “appropriate” must obviously 
out of a particular 
and cannot be 
in general and universal terms’.?? 


the characteristics of 


development situation defined 


(b) Planning: operant conditioning and 


project success 

Schaefer-Kehnert (senior lecturer at the 
Economics Development Institute of the World 
Bank) has pointed out that of essentially three 
possible approaches 
approach, the functional 
regional approach 


the subsector-of-product 
approach, or the 
the subsector-of-product 


approach is most apt to be successful.*” 


He identifies several criteria critical 
(1) simplicity and 
objectives; (2) availability of an 
technology; (3) integration of the 


(4) access to expertise; (5) adapt 


to pro 


ject These include 
clarity of 


attractive 


Success 


basic services 
ability to potential constraints; and (6) compat 
ibility with existing administrative structures a“ 
The ‘one-product project’ found in the product 
approach and simple objec- 
tives, and supporting 
infrastructure) 


usually has clear 
the 


storage 


required services 
marketing 
Since 


the 


(credit 
readily 
be concentrated, 


are 


discerned extension training can 


overhead costs can be 


25 


low 


Functional approaches (e.g. general exten 
sion services) tend to offer very diffuse services, 
and are often dependent upon supplementary 
offered in a fairly 
but 


Because 


services which have been 
which are 
the 


clearly defined 


developed free-market economy 
rarely LDCs. 
functions to be developed are 
whereas the proper 


available in only 


products and areas to be 


TECHNOLOGY 


developed are not, development is 
complex task with uncertain prospects 
For similar 


reasons, regional projects a 


regarded They also tend to spread into 
mercially unsuccessful endeavours 

The primary principles being appealed to by 
Schaefer-Kehnert are operant 
conditioning. If one can focus on a single 
activity behaviours make for that 
activity; if one can discern when one is success 
ful in that 
behaviours 


clearly those ol 


and which 


activity; if one can positively rein 
and 
relationship between 


force conducive to success, 


show a clear, persistent 
those behaviours and positive reinforcement 
then likely to be 
those desirable behaviours 

the the clarity of the 
consistent complementary 


infrastructure 


one is highly successful, and 


to elicit Ihe single 
ness ol 


the 
activities 


target methods 
focus of all 
marketing 


(in exten 


of these make success 

Much of the 
regional approaches 
has to do with the 
the task, and the uncertainty as to which behav 
1ours to evaluate and reinforce 


sion training etc.) all 
all the likely 
the functional and 


other hand 


‘ 


more criticism ol 
on the 


diffuseness of 


The contrast between the ‘holistic approach 
and the ‘operant-conditioning’ approach is be 
tween an approach which focuses on the prob- 
lem and one which focuses on mechanisms for 
attacking the 


which focuses on 


problem, between an approach 


analysis and one which 


focuses on implementation 


(c) Planning: | 1ethod |S the madness 
Mickelwait « 
tives, Inc.) 


proach 


(of Alterna 
planning ap 
the 


discussed earlier al ari 


Development 


have put forward a 


which is sharply at variance with 


‘holistic’ approach 
ance with regards to operational guidelines as 
the the 


2 
planning problem.- con 


well as fundamental perception of 
The most important 
trast between the holistic ‘blueprint’ approach 
their 


on uncertainty 


and ‘process’ approach lies in their views 


A fundamental tenent of the process approach 
(is) that it is impossible to determine in advance 
all project activities that may be appropriate.?9 
rhe conventional approach assumes that sol 
utions to the the rural poor ar 
known, and that projects are vehicles for applying 
them 


problems of 


The emphasis of the conventional approach is 


on upfront planning and highly specific and de 


tailed mapping and schedules prior to the begin 


ning of implementation. 


each of the 12 projects the DAI team looked 
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hat there were unknowns which’ or not. Although the Project Papers examined 


nvestigated, and data gaps which DAI routinely calculated economic rates of 


ntly, the question return 


tf improved 
yections sometimes bear little or no 

gie Ime , 
gies. Almost the realities of the project environment 

1 technologies they do appear to assist in getting proj 


whether the ects through the review/approval system without a 


And here 


Another concomitant of the holistic ‘blue 
acceptability 


print’ approach objected to by DAI was the 


to test it on ‘ , 
lengthy delay in getting projects off the ground 


Iwo years wi > normal amount of time to 
imple 


getting the project designed and 
Much ol > data generated (e.g 
COSt ratios, increases 


target population incomes) will 
tually insey will not 


m function of securing 
the AID bureaucracy While tl 


present review and approval system ar 


the benefits of extensive scrutiny are not 


tified.4 


iacK OF emphasis on evaluation 


m actual project periormance 


t review ind appr 
field staffs concentrate on project 


funds 


1 Congressional budget presentations and 
juirements), while leaving implementation 


lower ranking, non-policy officials.* 


npiementat 


develop! 


grounded in 


il realities hat rural development 
present AID project design system is an analytically complex problem in which 
uring the design everything hangs together that implemen 
criteria for project’ = tation of programmes and projects is highly de 


ostan 


ive design 
pendent upon an incentive scheme which can 


Pinpoint goals, evaluate behaviour, feedback 


blueprint and rei rce proper behaviour; and that the 


dysfunctional process of planning itself must be made the sub 
masses of data are generated to ject of analysis if planning problems are to be 
ull work, when the only proof overcome. Each approaches the solution to one 


Mission Direct: ( ? sroblems in analysis of the problems 
pper a argued, it 1s ‘impossible to locate 1 implementation, and in treating the method 


I while inadequately coming to 


plementation *t these microprojects are the grips with the others 


plementation 


action, more apt to lead to successful funding attempt rural development 


1s 


blood of appropriate rural technology im A proyect-by-project 
38 


planning approach 
4 wise (if less honest) course of based on tl 


e uniqueness and complexity of each 
places almost 


to supply the requisite data, whether it exists no controls on planners themselves, while 
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amounts of time and 
money. It is argued later that: (1) planning as 
practised is ‘search for truth’ than a 
‘laying-on of hands’; that (2) truly local knowl- 
edge is rarely available, and that the search for 


absorbing immense 


less a 


and use of such data may be dysfunctional; that 
(3) planning cannot take us all that far in tech 


nology assessment, and that insofar as it does 
aid, it is comparative data which are important 
and that (4) although technology is not the 
most important factor in project 
failure, approximately appropriate technologies 
can be identified, and that their ready identifi- 
cation would much improve development plan 
It is argued that a quite partial analysis 
would 


success Or 


ning 
focusing on the technologies employed 
do much to perverse incentive 
structure for planners than presently 
transferring needed 
plementation and evaluative feedback 

As Tendler 
lending combined 
development 
together to 


create a less 
exists 
while resources to im- 
has noted, the ‘present methods 
with the policy 
assistance to import 


diminish the 


o! project 
that limits 
costs have 
supply of for development 
financing’.** The that 
omists and planners have not been acting in an 
scarcity on the contrary 
rhe role 


a ted 
available 
result has 


projects 
been econ 
environment ol! 
funds for projects are in excess supply 
of the planner/economist has thus turned from 
one aiding in choosing between alternative uses 
one justifying use ol 


lor scarce resources to 


resources the planner is used not to ‘make 
projects approved’. A 


of intimate observers of the planning 


decisions, but to get 
number 


commercial 
4s 


scene agree on the ‘more-or-less 
role’ of the 
Baloch 


benefit study which was anything more than a 
46 


planner in the state machine 


noted that he has ‘yet to see a cost 
very arbitrary set of tailored 
according to the political tastes of its maker’ 
while one of the leading planners in Ethiopia 
in the 1970s (a Swede) notes 


assumptions 


Personally, | find the cost—benefit methodology 
crude tool of the kind that has to made in 
politically and bureaucratically 
who over the 


a very 
order to snow 
oriented decision-makers 
(Have you ever been on one of these proj 


What one does is 


preside 
funds 
ect preparation committees? 
to decide first what internal rate of return should 
be most palatable for the project, given its charac 
teristics, and then one makes the assumptions for 
the analysis in such a way that the desired result is 
obtained. )*’ 


There is, in short, a vast contradiction between 
what planning appears to be as an intellectual 


puzzle and planning in practice 


TECHNOLOGY 


The striving for technical excellence emphasized in 


the recommendations of official reports on devel 
opment assistance implies that the more sophisti 
cated the engineer and the economist, the more 
effort is devoted to devising sharp instruments of 


analysis, the closer one will come to the single 
technically correct answer 


Tendler. But in point of fact the tools 
are used to provide institutional 
projects willy-nilly. A former expatriate advisor 
to the Ethiopian Ministry of Agriculture (now 
an AID Division Chief) has written how a pulse 
promotion project others) 
planned from the needed result backwards 


writes 
‘blessing’ to 


(amongst was 


The team was under considerable pressure to show 


that the project was feasible Having estimated 


all costs, the design team estimated the incre 


; 


mental tonnage necessary to cover project costs 


as well as an amount sufficient to show an 
per year. The 


tean 


internal rate of return of 20 


then developed farm budgets necessary to gen 


erate incremental value/cost ratios equal to 2.0 for 


tenants paying one-third rent an average 


area cultivated under pulses was guesstimated 


These were applied to the typical farm budget 
to obtain the requisite number of farmers who had 


to be reached each year by the program to sus 


0 a” 


taina Z rate of return 


The final project proposal implied a farmer t 
t r 

extension ratio of 1720 to | 

recognized as absurd by the design team 


agent which was 
whicl 
‘took great pains not to bring it out in the pro 
ect write-up’. 


An obvious concentration on justification 
as opposed to planning was also found in the 
AID planning of the Ada 


when incremental yields to mechanized plowing 


project in Ethiopia 


services were ‘guesstimated on the basis of 


absolutely no data, local or otherwise, where 


in the course of analysis returns to fertilizers 


were increased by 40% without any supporting 
all four 


(mechanization 


documentation and where major 
components of the 
water supply grain were 
found to be inappropriate tech 


nologies, alternative technologies never having 


project 
and 


composed of 


roads storage) 


been tested.°*’ As Daines has noted 


There have been some exceptions in which the 


benefit properly 
permitted the rational selection between alterna 


§2 


cost analysis was staged and 


tives, but such cases are rare 


often a shortage of 
available projects for funding, no ‘comprehen 
inventory or studies of the type 
would enable a systematic program of project 
identification’ ;*? often 
planners to justify as best they can. Expatriate 
planners are funded by aid agencies to develop 


In actuality, there is 


which 


sive 


projects are given 
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fundable projects, and AID planners are ‘lent’ 
ministries to develop plans which they will later 
be asked to approve in their official capacities 
The incentive in 
“move Mission 


real such a system is to 


money directors have a real 


need to expand their programmes to generate 


more projects and real reason to evaluate their 


their (They 


ability to do so 4 


employees on 


} 


also have need of at least passive acceptance of 


their schemes by local government, which may 


account for project benefits so often being 
garnered 1OCc%z elites.) 
ynitext 


that one must con 


ot ‘loc al aata The obvious 
lata 


In place 


ire often lacking unless 


iportant failing of benef 

practiced in AID 

nethod utilized but 
; 


reasonable data stand behind the 


analysis is not in the 
that no 
with’ and ‘with 
Most 


the estimates of the differ 


project 


in the simple fact 


t impact and cost estimates often 


at all 


the project will make are 


projec 
ire m 


based on the sub 


judgments of “experts” and in many cases 


benefit/cost analyses themselves 


important aspect, however, is the 


al data gives to planners whose pn 


rewards irom rojyects 
are as ‘hired guns’ and advo 
demon 
strated by the Shashamane development project 
proposal in Ethiopia, where the criticisms raised 
by one of the leading agricultural economists in 
the world and a four advanced Ph.D 
students under him were successfully countered 
by the resident AID planner. The team noted 
that: (1) 100 tf the land was assumed to be 
in production every year; (2) the yields of three 
of the crops (maize and beans) 
assumed to be triple; (3) the analysis was ex- 
tremely sensitive to yield changes, and if yields 
fell by 10% or prices by 10%, the project would 
not be feasible; (4) the mechanized equipment 
packages would be underutilized, and would be 
less appropriate than either small tractor pack- 
ages or animal-powered options; and (5) the 
project would primarily benefit a small group 
of élitist farmers. The defence 
raised by the resident USAID agricultural econ- 
omist is instructive 


come justifying 


and whose roles 


An example of such power is 


cates 


team ol 


wheat were 


successful 


It is unfortunate that Professor Eicher did not have 
access to all of the background information and 
data that basis for formulation of the 
Shashamane Project proposal and that his research 
and experience here-to-fore has not pertained to 
Ethiopia, whose agricultural resources and prob 
lems are in many ways unique in Africa.5’ 


served as 


In point of fact the mission had no data on 
crop yields in the project area, save for those 
of maize on a research farm nearby. Using this 
as the sole piece of /oca/ data, and knowing that 
yields achieved at research stations are usually 
greatly in excess of those achieved in the field 
(if for no 


pert 


ther reason, because they have ex 


care few constraints on ftactors ol 


production), the mission planner was neverthe 
less able to argue that the team’s knowledge of 
project in Tanzania 


Niombe District) 


experiences of a similar 
(Kitale hybrid 


irrelevant 


maize in was 


Glossing over the points raised in the team’s 


defence made much of the fact 


a was unique to Ethiopia 
and highly suitable to com 


analysis, the 
that the ar 


sparsely populated 


being 


mercial farming, even if large tractor cultivation 
Unfortunately, although the 
conducted a survey of 62 farms in 


was not economic 
mission had 
the area, it was unaware of the presence of large 
numbers of Galla tribesmen 
remained unconvinced 


Ethiopian University Service student went into 


who lived in the 


area, and until an 
ollected the names of hundreds of 


area! (Need 


the area and 
families living in that ‘uninhabited 
point that 
would be evicted by the project was not raised 


less to say. the these tribesmen 
for discussion 
The defence 


noting that 


also took refuge in numbers, 


The Shashamane proposal was prepared by an 
interministerial committee composed of Ethiopians 
and (British, Indian, Yugoslav and American) ex- 
patriates from FAO, the World Bank and AID. The 
project was appraised by other IEG and U.S 
mittees. * 


com- 


Tact 
projects 


In point of 
other is for one team to design and 
justify the project, and for that team to pro- 
ceed to brazen its way through the bureaucratic 
maze claiming special local knowledge and ex- 
perience, the bulk of which often turns out to 
be untested and unfounded assumptions. Given 
the incentives to get funds obligated, and given 
the relative difficulty which outsiders have in 
making critical evaluations and in having these 
evaluations count, it becomes virtually imposs- 
ible to use project analyses as a comparative 
device to weed out weaker projects, because the 
internal rates of return cited are limited only by 
the audacity of the proposal team.*? 

Because 
potential flows to a project area, and because 
those seeking to get projects funded are apt to 
see considerable potential, and 
quate local data are apt to come only when a 


the technique, on this and 


benefits and costs of projects are 


because ade- 
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project is originated, it should be asked if com- 
parative data is not more valuable for decision- 
making. In analysing a product proposal in 
Ethiopia, should not one be greatly influenced 
by the fact that an IBRD study team found 
that all tractor hire schemes in Africa had failed 
to recover their costs, to have run their tractors 
only a portion of the time per year originally 
estimated, and to have required substantial sub- 
sidization? Should not one be concerned that 
the Ada proposal justifies bulk grain storage 
bins while 40 km away the Ethiopia Grain Cor- 
poration has 70% of the same kind of storage 
empty because it finds it non-competitive? 
Given the pressure to justify projects, should 
not the standard be the returns one might ex- 
pect on the basis of comparable technologies 
introduced into comparable settings, and 
should not the onus be on the planner to prove 
that his case is a deviant one? 

Admittedly, the assessment of technologies 
and their impacts is an extremely difficult pro- 
cess, and there is a strong reason to argue for 
the uniqueness of the result, as well as to argue 
that the ultimate impacts are unknowable 
Epstein, in her classic study of two villages in 
Mysore,” found that the opportunities for 
irrigation for one village led to much increased 
time, but that the increases in 
served to reinforce the land-holding 
élites and the extant social stratification; 
whereas in an upland village without access to 
irrigation canals, the very /ack of opportunities 
led the village to reach out, to make use of 
chances for migration and and to 
develop entrepreneurship in a number of novel 
ways. As a result, a technological change which 
would ‘fit in’ admirably by the McInerney 
criteria led to growth, while the other village 
ended up with development 

It is equally difficult to know the long-term 
impacts of technology, as White has shown in a 
number of contexts.®' In one famous study, he 
has shown how the introduction of the stirrup 
into Europe at the time of Charles Martel led 
to a new form of highly effective cavalry com- 
bat. The need for expensive equipment and 
horses and highly trained soldiers was directly 
related to the confiscation of church lands and 
the letting of fiefs, the rise of feudalism and 
the demise of the power of the peasant army 


incomes over 


income 


education 


The spinning wheel, to take another example, 
led to cheap linen, and thus cheap linen rags, 
which was the drastic 
reduction in the cost of paper in the 13th cen- 


a major consequence of 


tury. Even harder to fathom, the introduction 
of the chimney into European households from 
the 9th to the 12th century (at the end of 
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which even the poor possessed them) led to the 
demise of the central sleeping area, shared by 
all the strata of the medieval household. White 
sees the chimney as important as any other 
single factor in the development of Occidental 
individualism, ‘affecting more than the 
troubadors’ and ‘individualism more than all 
the humanists’.©* One impact was certainly the 
growth of class consciousness, alienation and 
snobbery. The long-run impacts of 
these technologies fundamental to the 
development of the West, yet it is difficult to 
see how potential impacts could have 
been discerned by contemporaries, much less 
quantified and balanced in terms of benefits 


love 


each of 
was 


these 
and costs 


In sum, while it 
McInerney that 


is possible to agree with 


Overall, the design of the technical component of 
the development premium on 
knowledge of the local situation and an 
standing of the situation-specific characteristics of 
the package, 


project places a 


under- 


(why, for example, did Islam reject the printing 
that Europe was ac 
cepting it?), the examination of situation- 
specific characteristics may need to be so in- 
tense as to be unaffordable, or not amenable to 


press at the same time 


a priority analysis, as well as setting up insti 
tutional incentive structures leading to poorly 
planned projects. The complexity of long-term 
impact other hand, may 
point to the comparative and 
historical studies.“ 

There is, in short, a need for broad historical 
but these go beyond the project level 
and know the 
complexities of the rural societies 
the planning process 
opted. There is a real 
monial justifications 
excuse, and 
within the project to make projects work, and a 
real need for incentive systems which break the 
‘holistic’ planning problem into components 
which have identifiable goals, 
attainment, and feedback and reinforcement 
mechanisms 


assessment, on the 
usefulness of 


studies 
micro-level 


but this, in 


there is a need to 
becomes warped and co- 


need to prevent ‘cere 
using 


a real need for ongoing evaluation 


local data as an 


measurable 


THE PROPOSAI 


The present planning methods used (es 
pecially) by AID lead to perverse incentives to 
‘justify’ projects rather than to plan them 
Evaluation, when and if it is performed, is either 


performed by those who have an incentive not 
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who have little time 
difficulties and 


to find fault or by those 
or capacity to uncover the 
little power within the agency Given that the 
and placed upon planners 
are perverse, and given that there is at present 
little opportunity for positive and 
feedback to mould behaviour, there is need of a 
planning system which would, on the one hand, 
produce appropriate technologies for a complex 
development environment, and which 
on the other, give adequate incentive 
feedback structures to that the 
actually worked. Conceptually, the 
system must be holistic enough to encompass 
the planning process as part of the problem; 
operationally, it must break the needed behav 


incentives stresses 


negative 


rural 
would 
and insure 


process 


iours into enough components so that each has 


towards 
and per- 


goals, the 
adequately 


fairly clear-cut 
which 
formance shaped 

The simplest way of achieving these ends lies 
in an approach which ‘twiddles the technical 
knobs’ i.e. an approach grounded in the 
search for ‘appropriate’ technologies. This ap- 
proach eschews the search for perfection 
inherent in ‘fine-tuning’ technologies to the 
given socio-politico-economic and_ cultural 
milieu, and adopts the view that adaptation to 
this milieu is something which can best be 
achieved in the doing (rather than on paper), in 
the process of implementation (rather than in 
planning). It focuses on the fact that grossly 
inappropriate are being utilized, 
that the choice of technology does have impli 
cations for distribution of for repli 
cability, and for diffusion of inno 
vations. 

The proposed analytical evaluation system 
would have the following components 


progress 


can be measured 


technologies 


incomes 
rates ofl 


(a) Technologies information component 


For a given task (e.g. grain storage) the com- 
puterized system would have a stock of infor 
mation on inputs, international prices, and 
critical parameters. This information base serves 
to broaden the perceptions of planners and 
consultants of the technological alternatives 
available, and to alert them to critical factors. It 
also serves to reduce the plethora of infor- 
mation on alternatives to manageable pro- 
portions. Even were planners aware of alterna- 
tive technology sources (say, for example, the 
VITA Small Farm Grain Storage Manual), they 
would still have only a partial inventory of 
basically non-comparable engineering infor- 
mation, rather than the economic information 
and analysis needed for planning. Once the 
approximately appropriate technologies have 


been determined, these lists are useful to imple 
mentors and technicians 


(b) J 


While an 
would be 


cai information component 


appropriate technology 
attuned to the micro-environment 
the search for all the significant parameters 
of that micro-environment is dysfunctional. It 
is nevertheless important to take localized 
opportunity into account. For each 
technology group (again taking grain storage for 
an example), local planners or donor groups 
would need to seek out and supply information 
on parameters thought critical to the analysis 
In the grain storage, one might ask 
about the altitude of the storage area, for rain- 
fall and humidity parameters, for the size of 
grain to be stored, for types of inputs (e.g 
bamboo) available, and for local prices of such 
things as unskilled labour 

In practice, the system might be used: (1) by 
mail, with LDC users requesting information, 
then being asked to fill out a local inputs infor- 
mation list, and supplied with the results; (2) 
by LDC and donor agencies using regional 
centres supplied with the tapes; or (3) by LD¢ 
and donor agencies taping a local computer by 
terminals 


entirely 


costs 


case ofl 


(c) Analysis component 


Using the technologies information and 
knowledge about local inputs and prices, linear 
programming and benefit—cost analysis would 
then be conducted to determine which alterna- 
tives seem to be most appropriate. Sensitivity 
analysis on critical factors (e.g. the loss rate in 
storage, the cost of unskilled labour) would be 
conducted 

Perhaps more importantly, analyses of sec- 
ondary and dynamic effects normally not in- 
cluded in project analysis would be made. It 
would thus be possible to estimate the impact 
upon employment, the linkage effects, the 
impact upon the demand for foreign exchange, 
the probable diffusion of innovation etc., on 
the basis of the ‘track records’ of similar proj- 
ects 

It is expected that a range of approximately 
appropriate technologies would be identified on 
the basis of linear programming and benefit 
cost analysis, and that planners would have to 
weigh the other factors entering into the anal 
ysis. The print-outs of the linear programming 
and benefit—cost analysis would serve as proj- 
ect planning documentation, and would be 
accepted by major donors in lieu of site-specific 
project planning 
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(d) /nformation output component 


In addition to printouts giving economic 
analysis and lists and prices of components of 
the range of appropriate technologies, the sys 
tem would also output a small, select bibliog- 


raphy on the technologies selected. This would 


give a few references on each of: (1) evaluation 
studies of such technologies; (2) technical and 
engineering sources on use of technology; and 
(3) studies of implementation of projects con- 
taining such technologies. The planner can use 
this data source to convince himself/herself that 
the technology has promise, to aid his imple- 
mentor, and to convince his technicians that 
the technique does exist, has been tested, and 
may prove superior to alternatives 

How would such a data bank differ from 
others? For one thing, it has a planner’s focus 
rather than an engineer’s focus. Rather than a 
long list of ingredients, it has a focus on cost, 
choices and critical parameters. It does not 
flood the planner with information in an in- 
digestible manner. It does broaden the planner’s 
‘menu’, it does provide a source of technical 
and implementation information, and it does 
provide the analytical skills and information on 
critical parameters to allow the planner to make 
an intelligent choice. It not only carries out 
time-consuming tasks, it provides documen- 
tation useful in seeking funding, and inputs lists 
useful in implementing project plans 

How would such a bank be put together? 
Obviously, the choice of technique is extremely 
complicated, and it would be quixotic to at- 
tempt this system across a wide range of tech- 
nologies. But the focus of most aid programmes 
is on rural development ‘basic needs’, in a 


general way and it is here that we have in the 


past seen some of the most inappropriate tech- 


nologies employed. Donors (say, CIDA, SIDA, 
DANIDA, AID, IBRD, UNDP) could pick key 
areas, and, following a general format, come 
up with computer tapes, programme routines 
parameters and evaluation studies appropriate 
to their chosen technology. These tapes could 
then be shared, and updated periodically 

Such a system, if it could be established for 
the most basic of rural development activities 
i.e. those most integral to a policy orientation 
of ‘basic human needs’ would accomplish a 
number of major objectives 


(1) /t would force planners to consider more 
appropriate technologies. While planners 
might still be tempted to try to transfe1 
technologies they are most familiar with 
(and which can be imported from their host 
country), and while their easiest out might 


still be to let consultants recommend tech 
nologies familiar to them, and while the 
most capital-intensive technologies might 
still be the least risky and the easiest to ad- 
minister, the onus would now be on the 
planner to show that the seemingly inappro 
priate technology is in fact best. Given that 
this would necessitate documentation, and 
thus constitute a drain in time and energy on 
the local mission, with no certitude of suc- 
cess, the incentive would now be to utilize 
the approximately appropriate range of 
technologies 

(2) Because, for each set of conditions, a 
range of technologies could be identified 
which would stand up to external scrutiny 
the present 2-year lag time from proposal to 
funding could be eliminated. One of the as 
pects in reinforcing positive behaviour is the 
swiftness of reinforcement, and the present 
uncertainty that funding can be achieved (or 
that any sane standards underlie acceptance 
or refusal of projects) greatly erodes the 
morale of both missions and less developed 
country governments. The system would 
allow a number of bureaucratic personnel to 
be more effectively employed 

(3) For the first time, evaluation studies 
could be effectively incorporated into pro 
ect analysis. Most evaluation studies have 
little if any impact. A few are such poignant 
reading as to be widely read, yet they are 
rarely able to sway the dominating incentive 
structure. More often than not, they are 
pointed to as lessons to heed, and are then 
ignored. But if evaluation studies reveal that 
tractor hire stations only partially use their 
tractors, or that some technologies are dif- 
fusing much more rapidly than others, and 
that information is incorporated into the 
computerized system, it becomes a datum 
with which each planner must cope. Whereas 
there is presently within aid agencies the 
feeling that evaluation is a luxury which can 
scarce be afforded, evaluation is an integral 
part of project planning 

(4) Because the time spent by missions in 
planning and justifying projects would be 
drastically reduced, the emphasis would 
shift from planning projects and obtaining 
funding to project performance and imple 
mentation. Given that several basic technol- 
ogies have met with pre-approval, missions 
would be differentiated primarily by their 
ability to identify replicable and successful 
technologies, and to spread them - in short, 
by their performance in development (as op- 
posed to obtaining funding) 
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(5) Because the system could be used by 


local governments and planners just as easily 


missions, /ocal planners would deve lop 


as by 


pendence and be able to exercise initiat 

of all, the proposal 
Cs from their heavy dependence 
and the expertise trap 


would free 
upon 
local donor missions 
of having to rely upon those who know what 
donor system wants. For a 
the standards 
LDCs 


obtain tapes which would allow them to sort 


the bureaucratic 


range ol “basic-need activities 


and analyses would be overt could 


ut what might be preferable technologies in 


which might form the 


aSsic-need areas, and 
basis of local experimentation to determine 
technologies rhe 


documen 


the most appropnate 
a ceptable 


they c 


system would supply 


tation on 
directly submit for funding 


proposals which yuld 
Even when they 

they 
extensive research 
than 


limited 


loans or advice would be 


not desire 
peneticianries Of more 
and implementation 


with their 


ym techniques 


many are apable 


resour;rces 


Ihe proposed system would give adequate 


each agency component to per 


task, and do away with a planning 


which consumed large amounts of 
while adding little to proj 


uurces and time 


quality and chances of success. It would 


yw sophisticated analysis in planning, and 
re resources devoted to evaluation and feed 
wing less skilled personnel access 
Most important, it pro 
mechanism evaluation 


something beyond exhortation in 


ck while all 

the planning process 
vides a whereby can 
accomplish 
affecting future planning policy 

It should be reiterated that such a proposal 
information system 


is not an engineering or 


likes of which have flooded the 


inks of a number of computers to no 


proposal, the 
memory 
apparent 
would necessarily abstract from the real world 
yuld to economize on broadly 

rs Of production subject to a few 


purpose. It is a planning system. It 


(e.g. it W seek 
detined fa 
critical constraints). It would 
and village technology (a _ horribly 
task in. the circumstances), but to 
meet plan? 
to identify 


focus on rural 
complex 

best of 
ng needs — to speed up the planning 
process a range ot acceptable possi 
ce planners to consider this range 
field 


second 


bilities 


of possibilities, to free planners in the 


and time-consuming 


Washington 


irom 
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guessing in and to focus attention 


on impiementation, and away trom moving 
money Via the 


The system 
problems 


writing of phoney projects 

would not speak to a myriad of 
which arise in any given socio-political 
that the 


character 


should be realized 
often 


ethnicity 


Situation ind it 


arguments alleging the crucial 
land tenure 
leed correct. But it is that 
best dealt with in the field 


locals } 


nstraints (e.g 
argued 


nts are 


by local 


(and exper 


imentation. To the extent that generalizable re 


sults can be gleaned from study, both micro 


macro-level studies (of peasant decision-making 
and broad historical studies are 


Neither is best conducted at the project 


for example) 

crucial 

level 
The syste 


m would hopefully do away with 


wasteful ceremonial system of 


‘ 


parts a 
planning which bears little relation to the proj 
still 

being 
dysfunctional 


large 


carried out, which results in 


technology 


ects actually 


vastly inappropriate used 


which gives large rewards for 


behaviour (i.e. the erudite justification of 
hypothetical projects with mythical data) 


which results in long delays to no great effect 
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Trade in Manufactured Goods: Patterns of Change 


BELA BALASSA 
Johns Hopkins Universit) 


Summary his paper looks at the changing pattern of trade in manufactured g 

the developed industrial countries and the developing countries f reviews recent 

in this trade and the policies applied. Then it analyses the comparative advantages of the indus 
trial and the developing countries and indicates the commodity composition of this trade. The 
implications of the results are drawn with reference to the benefits of trade in manufactured 


roods for the participants 


Chis paper will examine the changing pattern modity classes 5 
of trade in manufactured goods between the national Trade 
developed industrial (for short industrial) and metals (68). Trade 
the developing countries. Section | of the paper be examined first in value terms 
will review recent changes in this trade and the changes in the balance of tra 
policies applied. In Section 2, the comparative quently in volume 
advantages of the industrial and the developing volumes will further be 
countries in manufactured goods will be ana economic growth ind » results 
lysed and changes in the commodity compo-- evaluated with reference to the trade 
sition of this trade indicated. In conclusion, the followed by individual countries and 
implications of the results will be drawn with groups 
reference to the benefits of trade in manufac- 
tured goods for the participants 


n manufactured good 
FRADE IN MANUFACTURED GOODS 
BETWEEN INDUSTRIAL AND The value of the manufactured exports 
DEVELOPING COUNTRIES the industrial countries to the OPEC countries 
increased slightly more than fivefold betweer 
[his section reports on changes in trade in 1973 and 1978 while the reverse 
manufactured goods between the industrial commodities remained at very | 
countries and the developing countries during (Tablel). As a result, the industrial countries 
the 1973-1978 period. The former group is _ trade surplus in manufactured goods with OPE(¢ 
defined to include the United States, Canada rose from $12.3 billion in 1973 to $63.5 billion 
the European Common Market (EEC)' the in 1978 rez yvered 69% of the rise 
European Free Trade Association (EFTA)* n the oil import bi the industrial countries 
and Japan; within the latter group, data for with OPEC, from § ? billion in 3 
OPEC? and for the non-OPEC developing $102.9 billion in 197 
countries* are separately shown [he extent of cover 
Ihe two groupings exclude the countries imports by manufact 

of Southern Europe (other an Portugal) however, varies to a 
Australia, New Zealand and 
and the centrally-planned econ 
This paper was presented tne ymposiun 


the countries of Southern 
_— Industrial Policies for tl } held in Madrid 


appropriately included in the developing 59 May 1980. The at Professor 
country group, this had not been done in the Economy at Johns Hopkins University and ¢ 
present paper because the future trade pros at the World Bank. He is indebted to Joung-yY 
pects of these countries are intimately linked for research assistance 

with their accession to the Common Market rhe opinions expre 

wn and should not 

views of the World Bank 


to take place during the 1980s 


Manufactured goods are defined as 
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ndustrial countries and the developing countries in manufactured goods* 


hillion dollars, f.0.b 


Balance 


11.63 
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23.11 
9 4? 
44.56 


Developing 


Industrial « 
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96.13 
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Source: GATT, J/nternational Trade, 1976/77 and 1978/79 
* SITC commodity classes 5—8 less 68 (non-ferrous metals) 





TRADE IN MANUI 


Table 2 


ACTURED GOODS 


The rate of growth of manufactured trade between industrial and developing 


countries and that of the industrial countries gross domestic product (per cent 


| xports 


OPEC non-OPE( 


1963—197 


Industrial « 


United States 
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Industrial cx 
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1976 
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\( 


Sources 


1963~—1973 ns, Monthly Bulletin 
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1978: Value 
GATI 


yf trade GATI 

Vetwork of World Trade by 
ind /nternational Trade, 1977/78 and 1978/79 
product OECD 
1979); United Nations 


1973 


Unit values 


Gross domesti Vational 


Outlook (December 
* Estimated by use regression analysis 

country 
the | 
the European Com 
the European 
Japan 
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the industrial countries and 
The 
States 


mon 


groups 


relevant for 1978 nited 
3R 


Market 
Association 


ire 
Canada, 56 
99 
119 
differences 
by 


Free Trade 
The ob 
largely 
explained the 
rate of growth of oil imports and in the initial 
coverage of oil imports by manufactured 
ports to OPEC, while the rate of expansion of 
the of OPEC 
has varied little among the industrial countries 
rhus, the ratio of 1978 to 1973 oil imports 
ranged from 7.5 in the United States to 2.6 in 
the European Common Market, and the 1973 
of oil imports by manufactured ex 
ports to OPEC varied from 68% in EFTA to 
21% in Canada. In turn, the of 1978 to 
1973 exports of manufactured goods to OPE( 
was between 5.0 and 5.5 in the major industrial 
country 6.1 
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and 
regards wth 
the 


ratios ol 


from loping countries; the 


to 1973 
European Common Market 
States, 2.6 in the European Free 
2.4 in Canada 
the 


in manutactured goods with the 


Irade 


ation and 1.9 in Japan 


Changes in industrial countries 
balance 
OPEC 


affected by 


developing have been further 
their 


DY the 


countries 


initial position this trade 
ol 
This ratio was the 
by the 
the European 
with the United 


1) tar behind 


in 


as expressed ratio manufactured 


exports to imports in 1973 
highest in Japan (4.4), followed Euro 
pean Market 4) 
Free Trade Association (3.2). 
States (1.4) and Canada (1 


Given its high initial 


(3 


Common 


trade position 
and 
growth 


slightly 
above-average export substan 
tially 


experienced 


expansion 
below-average 
by far 


import 
the 
trade surplus in manufactured goods with 
non-OPE¢ 
from $7.5 
1978 


Japan 
in its 
the 
developing countries. This increase 
billion 1973 to $21.4 
accounted for fully one-half of the rise 
in the combined manufactured trade surplus of 


largest increase 


in billion in 
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the non-OPE( O! represented a ‘rebound from the 
3.3 billion 

substantial differences are 

among industrial countries § and 

country ¢ in regard to both their GDP 

growth rate and the rate of increase of their 

orts of manufactured goods from the devel 

intries. Japan leads in terms of the 

the US trade rate of GDP growth (3.6 > Hut 1 the ot! 


declined from 52.8 y a considerable margin as 
y similar export manutac 


iS 


period. Canada 
of GDP growth rates | 
second-lowest growth rate 


the 


ipparent 


irent 


r 
‘ 
_ 


) were 


ountries 
pe 
hy 


results e 


non-OPE¢ 
yf growth of exports and 


yf GDP growth (4.6 er! show identical results as 
with a lower apparent rm rade in manufactured goods did 


port demand (3.6) hange bet wee 1e two groups of countries 
j The tin pattern of exports 
by the 197: however, exhibited substantial vari 
recessior I 5, th 1dustrial coun volume f manufactured exports trom 
GDP was | ne 173 level 


ic 


industria intries to the OPEC countries grew 
he volume of i [ if manufac by nearly e-half 1 1974 and by more than 


goods from 


g fr } ; l¢ countries was one-half } [ the tripling of 


3 higher. In the oll 3 years OPEC e rt earnings | 4 and the adjust 


h rates averaged 4.3 for GDP and 16.5 ment higher level of earnings in 1975 


or the volume of manufactured imports But é ite of growth of manufactured 


e. an apparent income elasticity of 3.8. The exports to the OPEC countries declined rapidly 


relevant results are 3.8 and 11.5 correspond n 


subseque “ars, with practically no change 


an apparent col elasticity shown in volume terms in 1978. The results are 


yur attention to explained by the slow-down in the nse of oil 
n the groun the results earnings 1976 and 1977 and the absolute 
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decline of these earnings in 1978 

The volume of manufactured exports to the 
non-OPEC developing countries 
one-fourth in 1974, declined slightly in 1975 
and remained practically unchanged in 1976 
rhe relevant growth rates are 7.8 and 9.6% in 
1977 and 1978, respectively. For the 1973 
1978 period as a whole, these exports rose at 


increased by 


+ 


an average annual rate of corresponding 
to an apparent income elasticity of import 
demand of 1.8 as the GDP of the non-OPE( 
developing grew 4.1%/year. The 
apparent income elasticity is 3.0 for the OPEC 
countries whose gross domestic product rose by 
8.2%/year between 1973 and 1978. 

The combined GDP of the developing coun 
tries increased at an average annual rate of 5.3 
between 1973 and 1978 as compared to a rise 
of 12.5 


tured 


countries 


year in the volume of their manufac- 
imports from the industrial 
corresponding to an average apparent income 
elasticity of import demand of 2.4. The rate of 
) and that of 
manufactured the industrial 
countries lower (8.2%) in the 1963-1973 
period, when the apparent income elasticity of 
import during the 
earlier period, the income and the import shares 
of the OPEC 


countries 


growth of GDP was higher (6.2 
imports trom 


demand was 1.3.” However 


countries were much smaller 


(c) The policies applied 


Following the quadrupling of oil prices, the 


OPEC countries attempted to their 
absorption of manufactured imports at a rapid 
rate. While in 1974 countries had an 
export surplus of $84 billion, the surplus fell 
to $53 billion in 1975 and to $43 billion by 
1978.° Apart from the rising imports of the 
capital-surplus oil exporters, foreign borrowing 
on the part of the other OPEC 
tributed to this result 

Foreign borrowing also contributed to the 
high rate of growth of the manufactured im 
ports of the non-OPEC developing countries 
from the industrial The net 
trade deficit of these countries rose from $15 
billion in 1973 to $37 billion by 1978,'' with 
much of the increase being financed by borrow 
ing abroad. Foreign borrowing permitted the 
non-OPEC developing countries to 
their import surplus in manufactured goods vis 
a-vis the industrial countries from $23 billion 
in 1973 to $51 billion in 1978, notwithstanding 
their higher oil bill 

Foreign borrowing represented a policy re 
sponse on the part of the non-OPEC developing 


increase 


these 


con- 


countries 


overall 


countries 


increase 
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countries to the oil crisis and the 1974—1975 


world recession. The promotion of exports, to 
be discussed later, was another form of policy 
response. At the same time, the high and rising 
apparent 
does not give evidence of overall import substi 


this 


income elasticity of import demand 


tution in manufactured 
period.!? 

The rapid growth of their exports of manu- 
factured the non-OPEC developing 
countries favourably affected economic activity 
in the industrial countries. Such effects were of 
particular importance in 1974, when the vol 
ume of these exports rose by one-fourth while 
the sliding into 
recession. In the increase in 
the export surplus of the industrial countries in 
manufactured with the non-OPE(¢ 
oping countries had a multiplier effect on their 


goods during 


goods to 


industrial countries were 


recent years, too, 


trade devel- 
national economies as it was not fully offset by 
higher primary imports 

Notwithstanding the rise in their export sur 
plus, the industrial countries’ imports of manu- 
factured goods from the developing countries 
grew rapidly apparent income 
ticity of import demand nising from 3.6 in 
1963—197 to 4.1 in 1973-1978 


not 


with the elas 
These 
provide evidence of increased 
the part of the 
effects of the ‘new 
1977 


results do 
protectionism on industrial 
While the 


noticeable in 


rotec- 
the 
the 
the 
in 1978 when improvements were 
the protection front.'? Available 
points to further rapid 


countries 


tionism’ were when 


volume of manufactured from 


developing countries increased by only 9 


imports 
rise was 16 
made on 
information 
in 1979.4 
rhe could 
be explained on the basis of demand consider- 


increases 


observed changes not, however 


ations alone. While access to industrial country 
markets has provided opportunities for export 
expansion 
from the developing countries had responded 
to the policies followed by these countries. A 
number of developing countries adopted an 
export-oriented strategy during the 1960s and 
have continued 1973 
Available evidence 
following an export-oriented 
better able to surmount 
the quadrupling of oil prices and the 1974 
1975 than countries 
import-substitution orientation.‘ 

Although supply factors have 
role in determining the overall rate of expan 
sion of manufactured exports by the develop- 
ing countries, the allocation of these exports 


the exports of manufactured goods 


with this strategy after 
that. countries 
Strategy 


suggests 
were 
the adverse effects of 
with an 


world recession 


had a crucial 


among the industrial countries has been affec- 
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ted trade these 
countries 

States has 
imports trom 
other 


only 


by the policies followed by 

It has often been said that the United 
traditionally 

developing 
nations 


been more open to 
countries than the 
Data for 1973 offer 
support of this propo- 
between the 
takes place 
multinational 


industrial 
weak evidence in 
trade 

and Canada that 


framework of 


sition. Thus, excluding 
United States 
largely in the 
corporations and one-third of which is subject 
to free trade treatment under the US 
automotive trade 
the European free trade area in manufactured 
goods the EEC and EFTA, the 
ratios of imports from developing countries to 
total imports of manufactures and to the 
domestic product were not substantially 
higher in the United States than in the EE(¢ 
and Japan (Table 3).'® 

rhe opening of 
economy, together with the 
its competitive position, contributed to rapid 
increases in US imports of manufactured goods 
1973 and 1978, with the developing 
share in the total 
manufactured 


Canada 


agreement, as well as within 


encompassing 
the 


2TOSS 


the American 


deterioration of 


increased 


between 
countries increasing their 
Thus, the incremental ratio of 
imports originating in the developing countries 
to the gross domestic product was substantially 
higher during this period in the United States 
(1.69) than in the European Common Market 
(1.11) although the differences are smaller as 
far as the incremental share of the developing 
countries in their manufactured imports (30.7 
and 27 , respectively) is concerned 

The contrast with Japan is much 
pronounced. With an apparent income 
ticity of import demand of only 0.8, the ratio 
of Japan’s manufactured imports from the 
developing countries to its GDP fell from 0.53 
in 1975 to 0.44 in 1978, corresponding to an 
incremental ratio of 0.37 between 1973 and 
1978. In the same period, the incremental 
share of imports from developing countries 
in the total imports of manufactured goods 
was 28.3% in Japan 

Japan used a variety of formal and informal 
measures to limit the imports of manufactured 
goods, in particular from developing countries 
These measures were liberalized in 1978.'7 As 
a result, the volume of manufactured imports 
from the developing countries increased by 
more than one-fourth 1977 and 
1978,'8 following a decline in the 1973—1977 
period 

A consideration of the imports of all manu- 
factured goods originating in the developing 
countries does not suffice, however, to appraise 
the effects of the trade policies followed by the 


more 


elas- 


between 
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industrial 
further necessary to 
composition ol 
encounter 


countries. For this 
examine 


imports 


purpose 


the commodity 


some products 
the 
countries while others are subject only to tariffs 


since 


non-tariff barriers in industria! 


rhis question will be taken up in Section? 


2. COMPARATIVE ADVANTAGE AND 
THE COMMODITY COMPOSITION O} 
TRADE IN MANUFACTURED GOODS 


earlier p: ‘r.*? the author 
pattern I world exports ol 


goods 


In an 
that the 
tured 


has shown 
manutac 
explained in terms of 


intercommodity ‘nces in capital—labour 


and 
endowments 


ratios intercountry 
The ind 
advantage derived in that paper will be utilized 
in the the pattern of 
export manufactured trade 
between and the non-OPE(¢ 
1973. Subsequent 

this 
with consider 


lifferences in capital 
icators of comparative 
following to analyse 
import ratios in 
the 


developing 


industrial 
countries in 
changes in the commodity composition 
trade further be 
ation 


examined 
that 
the role of the newly 


will 


tors influenced the 


the fac 
Finally 
industrializing countries in the exports of manu 


given to 


observed results 


factured goods from the developing countries 
will be noted 
The structure 


(a) of comparative advantage 


In order to examine the comparative advan 
the industrial and the developing 
countries in their mutual trade in manufactured 
labour ratios reported in the 
the 1] 
breakdown employed in 
using US production data as 

pertain to 
capital. The 
ratio of the 
the 
discounted 


tages ol 


goods, the capital 
paper have 
commodity 
GATI 
weights.” The 
physical as 
former has 
(physical) captial employment 
latter has been the 
value of the difference between the average and 
the unskilled taken to represent 
return on investment in human capital 
relevant data are shown in Table 4.7! 
Although the | commodity 
scheme involves a considerable degree of aggre- 
substantial 
labour 
rhe ratio of 


(expressed in 


earlier been averaged in 
category 
Statistics 
estimated ratios 
human 


as the 


well as to 
obtained 
stock to 
estimated as 


been 


the 
The 


wage 


category 


differences are observed in 
among the _ individual 
categories physical capital 

worker 1000 US dollars per 
worker) is the highest for iron and steel (27.7) 
and for chemicals (21.4); it is the for 
clothing (2.4) and for other consumer goods 
(6.7). The ratio of human capital per worker 


gation, 
capital ratios 


per 


lowest 
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is also the lowest for clothing (11.0), followed 


by textiles (16.6); it is the highest for house 


hold appliances (39.1) and for office and tele 


communication equipment (35.2). Combining 


physical and human capital, iron and steel 


(55.9), household and chem! 
(46.9) > at 


textiles (26.6) and 


appliances (47.4) 


the upper, clothing (13.4) 


Cals 
other consumer goods (32.7) 
at the lower, end of the range (Table 4) 
If engineering products are considered as a 


1973 export 


Single group ratios in 
trade between the 
non-OPE( 
spond to the pattern of comparative advantage 
as represented by capital 
only exception being 
shown in Table 4 
with the highest overall capital—labour ratios 
import ; 


Apart from sem 


import 
industrial countries and the 
developing countries largely corre- 
labour ratios, the 
semi-manufactures.2? As 
iron and steel and chemicals 


also had the highest export ratios (6.5 


and 6.9, respectively) in 1973 
manutactures 


next in 


engineering products are placed 


terms of overall capital—output ratios 


(39.0) as well as export 
At the other 


industrial countries to the 


import ratios (6.0) 

extreme, the exports of the 
non-OPEC develop 
ing countries hardly reached one-tenth of their 
imports in the case of clothing that exhibits by 
far the ratio. The 
lowest ratio (0.8) is shown for 


lowest capital—labour next 


export —import 
the other consumer goods category, including 
travel goods 


variety ol 


shoes toys, sports goods and a 


miscellaneous products, which 
exhibit the second-l 

A seemingly aberrant 
the case of other semi-manufactures that had 
an export—import ratio of 1.0 in 1973 
withstanding their relatively high 
labour (43.8). However, 
included in this 
which fact provides 
countries that 
Also, the 
category is rather heterogeneous as it includes 
capital-intensive products, pulp and 
paper, as products 
such as leather and rubber manufactures 
weighting by US production imparts an upward 
labour 


ywest capital intensity 


is observed in 


result 
not- 
capital 
ratio several of the 
commodities category are 
natural resource products 
an advantage to developing 


possess the resources in question 
such as 
well as labour-intensive 
when 
bias to the estimated average capital 
ratio for the group as a whole 

Apart from their above-average capital inten 
sity, the sophistication of the production 
and the for the availability of 
parts and 
the export possibilities of 


process need 
precision-engineered 
accesssories limited 
the developing countries in a variety of engin- 
eering products. These factors in large part 
explain the very high export—import ratios in 
the trade of the industrial countries with the 


components 
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ACTURED GOODS 


non-OPE(¢ 
machinery 


developing countries 
road motor vé 


mport ratio 


ink es somé 
as bicycles 

Finally 
relatively for office and telecomm 
equipment (1.9) and for household 
(1.4). In both instances, physical capital 


ratios are substantially lower than 


although relatively high human capital intensity 
raises their overall capital—labour ratio. At the 


same time, within the first category, develop 


ing countries exported chiefly electronic con 
ponents that are highly labour-intensive while a 
second 


large share of exports in the 


were radios that are produced by 
simple techniques 

We have 
of capital 
the imports of 
trade in 
OPEC 
the value of exports and 
modity group breakdown. In 1973 
in 1000 US 


physical cap 


further calculated weighted a' 
labour ratios tor the 

the industrial countries in their 
manufactured goods 
developing countries, the 


imports in 


ratios for exports (expressed 
per worker) were 3.8 for 
7.5 for 


average capital—labour ratios 


; ! 


human capital, totalling 41.3 turn 
manutac 
tured imports of the 
the non-OPE(¢ 
25.1 and 34.8 

The results indicate the comparative advan 
tages of the 
intensive 
developing 


industrial countries Ir 


developing countries were 
y 


respective 
industrial countries in capital 
non-OPE¢ 


ipplies 


commodities vis-a-vis the 
countries. This conclusion 
also to the industrial countries and country 
taken 
differences in average capital 
their exports and imports in trade in manufac 
with the non-OPE( 
countries ranging between 18% in the United 
States and 36% in Canada. At the 
for the industrial taken together, as 


well as for the individual countries and country 


groups individually, with centage 


labour ratios for 


tured goods developing 
Same time 
countries 
extent ofl advantage 
vis-a-vis the non-OPE( 


appears to be greater in regard to physica 


groups, the comparative 
countries 


than 


developing 


for human capital 


in the commodity composition 


(b) Changes 
»f trade, \* 


(i) Jndustrial-country exports 
In the exports of the industrial countries to 


OPEC in the 1973—1978 period, above-average 
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But whil 


buntries 


tries m pe 


pur 


ie non-OPE( 


iverage 


rising 
yuntries, the 


countries in 


l deficit of the 

with tl OPEC devel 
clothing rose om $3.0 

llion. As noted earlie 

yf the non-OPEC devel 

the strongest in clothing 
nor e there been technological changes 

unfavourablk them in this industry. Thus 
mitations imposed in the 

Multifibre Arrangement 
173 imports was 2.8 for 

all average 
ius | 

OPEC devel I hei efi i ther consumer 
8 bilhonto {5 developing countries 
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40.9 billion in 
the 
The 


have 


from lion in 


978, with rat xports 
this 
unskilled-labour 
With 


not 


being 3 commodities included in 


ategory relatively high 
skill 


commodities 
the 


and 
exceptions 


intensity average intensity few 


these have been 


subject to restrictions in industrial coun 
1es 

Finally increases in the imports 
the non-OPE(¢ 
the 


evant 


industrial c« 
oping 


buntries irom 


countries were Delow-average in 


the 


ase 


of intermediate products, where 
) 


ratios are 2 lor chemi 


These 


iron and steel 
and 2.3 for 


have the 


als semi-manufactures 


products highest physical 


labour ratio although iS we have seen, the 


semi-manutactures category also includes natu 


rai-resource and ladour-intensive 


products 


ations of the results 


OPEC 


countries 


as well as the non 
nave 


availabili 


It appears that the 
OPEC 
increases in 
expand the 
military equipment 
imports of 


io . y 
aeveioping 


foreign exchange ties to 
and 
rapidly than the 

Apart from con 


preconceptions 


imports of consumer goods 
more 
investment goods 
these 
of 


foreign exchange between current expenditures 


flicting with popular 


results raise questions about the allocation 
and investment in these countries 

It further appears that the developing coun 
have little exporting 
commodities that are highly intensive in physi 
capital technology 


1ecessitate 


tries made headway in 


cal require sophisticated 
the availability of 


components and accessories 


or precision- 
engineered 
Several of 
have made progress in exporting skilled-labour 


intensive 


parts 
the developing countries, however 
commodities, such as ships and T.\ 


sets, as well as parts, components and access 


ories of engineering products to the industrial 
Also 
other 


countries growth has been rapid in the 
exports of that have 
average skill intensity and are relatively inten 
sive in unskilled labour 

A few 
commodity 


consumer goods 


exceptions apart, products in these 


categories do not encounter non 
tariff the industrial countries. It 
should however, that the exports of 
textiles and clothing, subject to limitations first 
under the 
the Multifibre Arrangement, have also experi- 
enced a high growth rate. The exports of these 
at an annual 
in volume terms as compared to 


barriers in 


be added 


Cotton Textiles and, subsequently 


commodities increased 
rate ol 
the average rate of expansion of manufactured 


exports of 10.2 


average 


ACTURED GOODS 


The bulk of the 1 
non-OPE( 


trial countries originates in the 
I 


ifactured exports of th 
to the indus 


newly-ind 


nan 
developing countries 
istria 
izing developing 


defined to 


countries his group has been 


nclude developing countries wher« 


100 ir 


per capita incomes exceedes 


manultacturing pr count 
least 20% of the 

countries in 

Mexi 


singapore 


nile 
Korea 
As 
the newly 


shown i! 
industrial countries in 


factured imports industrial countries 
from the non-OPE(¢ 


I$ This con 


ieveioping countrie as 
th the 46 shar 
ymbined GDP 
yuntries. If 
(OPEC 


untries, the 


pares W | 
these countries in the of 
non-OPE¢ 


are mz 


developing 


sons ide with a an on-OPEC ) 


developing relevant shares aré¢ 


and 33 Far Eastern countries ir 
group ig, Korea 


wan accoun 


Singapore and 


and tne 


product 
ot 


country 


ports the developing 


markets 25 

Compared to the other non-OPEC developing 
the 

export re 
They 


ndustrializing countries 


skill-intensive 


countries 
to 
modities 


newly 
tend atively 
high share in 


(83%) 


have a export 
that 


other 


engineering products have higher 
skill-intensity than 
Within the 


hold appliances with a 95 


any commodity 


category engineering group, house 


export share of the 


newly-industrializing countries are the most 
skill-intensive. The export share of the 
industrializing 
consumer goods (90">) 
intensity 
that have low skill-intensity 
(47%) 
manufactures (58%) that 


newly 
other 
have average skill 
is the lowest in textiles (55 
They also have | 
and in 


intensive in 


countries is also high in 
tnat 
and it 
otner semi 


shares in chemicals 


are physi 
cal capital and several of which embody natural 
And 
countries have an above average share in cl 
ing exports (81 
labour 
than average 
commodities 


resources while the newly-industrializing 


cloth 
) that are intensive in unskilled 
more sophisticated items have a higher 
their of these 


share in exports 


3 CONCLUSIONS 


[his paper has examined changes in the pat 


tern of trade in manufactured goods 
1973—1978 


The growth of manufac 
tured exports of the industrial countries to the 


developing countries during this 


period 


accelerated 





with an average annual rate of increase 
1963 


period 
2 between 
product of 
year in the 
year in the second, their 
import demand 
1973 to 2.4 in 


as compared to 8 
1973 As the 


the developing countries rose 6 


and gross domestic 


first period and 5.3 
elasticity of 
1963 


apparent income 


icreased trom 


in the apparent income elasticity of 

import demand in the developing countries 
of export earnings ol! 
countries and the increase of foreign 
non-OPE(¢ 
the apparent income elasticity of 
demand was 3.0 for the OPEC 
and 1.8 for the non-OPE¢ 
in the 1973—1978 period 
Increased exports of manufactured goods to 
favourably affected 
in the industrial countries, in 
when the 
one-fourth 


reflects both the growth 
the OPE¢ 
borrowing by the developing coun 
tries. In fact 
import 


countries 


developing countries 


countries 
activity 


particular in 1974 


exports rose by 


the developing 
economic 


volume of these 


while the industrial 


countries sliding into a recession. At the 
the developing have as- 


Same time ountries 


sumed increased importance as markets for the 
accounting for 47.3% of 


exports (excluding US—Canada trade and 


industrial countries 


in the European free trade area) and 

production of manufactured 

ndustrial countries experienced average 

annual of 4.6 in GDP and 

imports of manufactured goods 

1963 

orresponding to an apparent income 

import demand of 3.6. The income 

increased to 4.1 in the 1973—1978 

period, when the decline in the rate of growth 

yf GDP (2.5 in 1973—1978) exceeded that in 
the rate of growth of imports (10.2%) 

effects of the 


increases their 


their 
developing 


countries between 


elasticity I 


elasticity 


The results show the slow 
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down of economic growth in the industrial 
on their imports from the developing 
but do not provide evidence of the 
increased protectionism that 
expected to lead to a fall in the 
elasticity of import demand. Protec- 
appears to have limited the 
imports into Japan while the imports 
of textiles and clothing into all the industrial 
unfavourably affected by 
Multifibre Arrangement 
these exports rose at an average 

in the 1973—1978 period 
59.8% of the imports 
Canada and 
the European free trade area), and 4.9 
consumption, ol 
industrial 


countries 
countries 
elfects ol would 
have been 
income 
tion, however 
growth of 
countries have been 
the operation of the 
Nevertheless 
annual rate of 
and came to account for 
(again excluding US trade trade 
within 
of the 


clothing in the 


textiles and 
countries in 1978 


iomestic 


The relevant shares for manufactured imports, 
taken together, were 24.6 and 1.5%.?’ 

Ihe results further provide evidence of the 
pattern of comparative 
newly-industrializing countries in 
creasingly exporting skill-intensive commodities 
and the less-developed 
export unskilled-labour 
In turn, the exports of the industrial countries 
continue to be dominated by products that are 
intensive in physical capital, require sophisti- 
or necessitate the availability 
of precision-engineered parts, components and 


changing 


with the 


advantage 


countries starting to 


intensive commodities 


cated technology 


accessor©ries 
It would appear, then, that the expansion of 
trade between industrial and 


developing countries has made it possible for 


manutactured 


these countries to specialize according to their 
comparative advantage. This pattern of special 
ization, in turn, has favourable 


source 


effects in re- 
allocation and economic growth in the 
countries participating in international trade 


NOTES 


Denmark, France, 
Luxembourg, the 


1. Belgium 
Italy, 
Kingdom 


Germany, Ireland, 
Netherlands and the United 


> 


2. Austria, Finland, 
Sweden and Switzerland 


Iceland, Norway, Portugal, 


Indonesia 
Saudi 


3. Algeria, Ecuador, Gabon, 
Kuwait, Libya, Nigeria 


United Arab Emirates 


Iran, Iraq 


Qatar Arabia and the 


4. The countries of Latin America and the Carib 
bean, Africa (other than South Africa), Asia (other 
than Japan), Oceania (other than Australia and New 


Zealand) 
the OPEC 


excluding centrally-planned economies and 
countries 


5. GATI 
1979) 
nary 


International 
Tables B—I 


Trade, 1978/79 (Geneva 
the data for 1978 are prelimi- 


6. The apparent’ income elasticity is 
used here to refer to the fact that this measure neglects 
the effects of changes in relative prices on the volume 
ol imports 


expression 


Nor does the measure distinguish between 


the effects on imports of changes in population and 
in per capita incomes 
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Summary. 


[his paper examines the association between poverty and unemployment using 


the data collected by the Indian National Sample Survey from October 1972 to September 


1973. Data is analysed for two states of 


India 


Gujarat and Maharshtra. Contrary to the 


widely accepted view, supported even in the ILO reports, that the poor are too poor to remain 


unemployed, this paper highlights 


a clear association between unemployment and poverty 


(as measured by the per capita expenditure of households). Poverty is, however, more wide 


spread than unemployment 


INTRODUCTION 

The 
and unemployment in the developing countries 
is olten The 
origin of the debate can be traced to a scepti 


extent of association between poverty 


a subject of considerable debate 
cism regarding the validity of the low levels of 
unemployment reported by labour 
surveys in developing countries 
analysts argue that the poor are 
remain unemployed and that their low levels of 
them to work 


successive 
some 
poor to 


force 


too 


income compel irrespective of 
the level of many of 
those few who get classified as unemployed in 


reward.! Furthermore 
the labour force surveys are believed to be the 
better-off. This view questions the validity of 
the now conventional concepts of unemploy- 
ment and labour that have been de- 
veloped in the western countries after the 
Depression of the 1930s and have been 
adopted and propagated by international 
agencies like the International Labour Office 
in developing countries 

This paper seeks to demonstrate that with 
some adaptation, the conventional approach to 
the measurement of unemployment can provide 
better underutilization of 
labour time available in a country; with proper 


force 


since 


estimates of the 


tabulation and analysis, the data show a clear 
association between poverty and unemployment 
in India, although poverty is certainly more 
widespread than unemployment. Empirical 
evidence is also provided supporting an earlier 
hypothesis that an important explanation for 
unemployment reported in the 
surveys of developing 


low levels of 


labour force several 


listri 
predomi- 


India) is the status 


workers, particularly the 


countries (such as 
bution of 
nance of the self-employed and family helpers 
among workers 

* The author was an economist in the Development 
Research Center of the World Bank when the paper 
The views expressed are those of the 


reflect 


was written 
author and do not 
World Bank 
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man of the Governing Council of the National Sample 
Survey Organization, and to P. B. Buch, M. A. Telang 
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Bureaus of Economics and Statistics in Gujarat and 
Maharashtra, for providing me with an opportunity 
to study the 27th Round state sample data for the 
two states analysed in this paper. Several basic 
used for the preparation of this paper were compiled 
at the Gujarat Computer Centre in Gandhinagar, 
India, with the co-operation of a large staff working 
under the leadership of P. B. Buch and K. B. Trivedi 
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Sterrett, Jr., and Cynthia Hwa 
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tables 
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The first part of this paper briefly outlines 
the main approach to the 
measurement of unemployment adopted in 


India during the past decade in two nationwide 
1972 


features of the 


were conducted in 1973 
to September) and 1977 
(from July to June) as part of the 27th and 
32nd Rounds of the National Sample Survey 


Since very little of the information gathered in 


which 
October 


surveys 


(irom 1978 


released so far, the 
the 27th 


the 32nd Round has been 


concepts and definitions used in 

Round provide the basis for discussion 
The main body of the paper is devoted to an 

examination of the 27th Round data on unem 


ployment tor the 


the states of Gujarat and Maharashtra in West 


‘state samples’* canvassed by 


tern India. These data are used to examine not 


ynly (i) the extent of association between 


poverty unemployment; but also (i) the 
isual’ lal force and employment character 
were unemployed during 


week (i.e. the week preced 


stics of those who 


the entire reference 


nterview),.” and (i) the share of 
s of total 


ime i persondays of unem 


ing the di yf 
workers in the 


ployment) 
Finally, the last part of the this paper exam 
validity of the data from 


the states tor the rest of India as 


ines the likely wider 
well as for 


other countries of the developin 


2. ALTERNATE METHODS O} 
MEASURING UNEMPLOYMENT 


Rounds 


alternative 


nd 32nd have utilized 


simultaneously three methods of 


inemployment These methods 


unemployment 


measuring 


include the definition of used 
in many countries of the world which classifies 
as unemployed a person without any work and 
seeking (or available for) it during the reference 
the week preceding the day of inter 


activity of the 


Week (1.¢ 


view).* The week is 


those 


reference 


described as the current activity and 


week are 
This method 


unemployed during the reference 
currently unemployed 
approach earlier 
rounds of the Indian National Sample Survey 
com parison 


with other countries 


called the 
continues the used in the 
(since 5 1959) and permits 


with past data as well as 
The resulting estimates can be 
dence of ‘week-long’ unemploy 
yn current activitie 
asked their 
intention of the 


to 


n to the data 


the respondents were also about 


isual’ activities. The original 


identify usual activities as the ‘principal activity 
of the year preceding the day of interview’ on 

that the living standards of the 
would be conditioned more by the 
tivities of the year rather 
activity of the week 
a transient seasonal activity).° 


the grounc 
household 
‘usual ac 
than by the 


previous 
reference 
(which may be 
The instructions to investigators 
definition of a usual activity as 
the ‘normal working pattern’ of 


used a rather 


vague one 
indicated by 


pursued ‘over a long period in the 
6 


respondents 


past and ‘likely to continue in the ftuture 
was an approximation of the 
ker’ approach to the measurement 


nomically active population 


Essentially this 
‘gainful-we 
of the e 


reported to be 


Persons 
unemployed in terms of their 
likely to be ‘chronically 
unemployed’, and an estimation of their num 


usual activities were 


nsidered important.’ Data on ‘usual 
activities I 
information on 


ber was 


also provide some 


currently 


respondents 
interesting what the 
unemployed persons usually do 

\ thir estimate of unemployment 


obtained 


was 
asking classified as ‘em 
ployed’ during the 


rently em 


persons 
reference week (i.e. cur 
yyed) about their activities during 
yf the week 
often described as the time disposition data for 


each day reference These data 


the reference week, were recorded in units of 


half-days rather than hours worked.® They 


permit a more comprehensive measure of 


unemployment 
employment of the 


including the reported under 


‘currently employed’. Once 


again, we can estimate the persondays of 
unemployment 
activity categories of the labour force 

4 fourth method 
when the time disposition data for the refer- 
abandon the 


current-activity 


according to the various usual 


that can be used only 


ence week are available, would 
priority rul 
approach which classified as employed a person 


This method 


used under the 


worked for 


who even one day 
which | would call the major-activity approach 
would classify a person as unemployed if he is 
unemployed for a major part of the week, i.e 
if the unemployed days exceed the days when 
he is employed.” In 
and Maharashtra 


will be illustrated 


discussing the data for 


Gujarat this fourth approach 


UNEMPLOYMENT 
CRITERIA 


3. ESTIMATES OF 
ACCORDING TO ALTERNATI 


For rur and urban areas of India as a 
whole, Table | shows the 27th Round (1972 
1973) estimates of the incidence of unemploy 


ment according to three alternative approaches 
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Table 1. Incidence of unemployment in India, according to alternative criteria, 
27th Round of the NSS, October 1972 —September 1973 


Usual-activity 
criterion 


Urban 
India 


Rural 


Sex India 


Rural 
India 


Current-activity Persondays 


criterion criterion 


Urban 
India 


Urban 
India 


(A) Incidence of unemployment 


Males 
lemales 
Persons 


5.51 


3.03 5.97 
9.78 
6.55 


3.87 


> 
(B) Percentage of unemployed 


Males 
Females 
Persons 


3.55 
1.44 
2.56 


1.94 
1.90 
1.92 


> 
(C) Labour force participation rates 


59.96 
16.53 
39.60 


64.59 
37.71 
51.40 


Males 
Females 


Persons 


Source: NSS, Draft Report No. 255/10, pp. 36, 129 


> 
Figures are arithmetic averages of the estimates for four subrounds 


64.07 
34.50 
49.58 


59.46 
15.68 


39.07 


They relate to persons aged 5 years and 


over. Percentages of unemployed according to usual- and current-activity criteria show unemployed as percentage 


of population aged 5 years and over 


The 17th Round estimates of the incidence of unemployment (according to the current activity criterion) during 


July 1961—June 1962 were as follows 


Rural India 
Urban India 


as well as the labour force participation rates 
Ihe participation rates are almost the same 
according to both usual- and current-activity 
criteria but unemployment rates differ signifi- 
cantly. In rural areas, the usual-activity criterion 
shows a very low incidence of unemployment, 
the estimate based on the 
in urban the 
two of estimates 
are relatively small.'° It is not possible to 
estimate the participation rates in terms of 
persondays from the data published so far, but 
they would presumably be lower than those 
based on the other two criteria, insofar as many 
persons (particularly females) report themselves 
as outside the labour force on some days within 
the reference week. The incidence of unem- 
ployment is, however, the highest in terms of 
the persondays criterion again, the 
differences are larger for rural areas where one 
would a priori expect higher underemployment 
among agricultural workers than in urban areas 


below 
criterion 
the 


significantly 
current-activity 
differences between 


areas 


sets 


once 


Females Persons 


4. ASSOCIATION BETWEEN POVERTY 
AND UNEMPLOYMENT 


The widely used index of poverty in India is 
the monthly per capita expenditure (MPCE) of 
a household, a The 27th 
Round data on unemployment have been tabu- 
lated separately for six discrete MPCE intervals 
small 


proxy tor income 


the lowest of these includes a very 
but because of the 


per 
centage of total households 
very large size of the sample, the estimates for 
this bottom group may reasonably 
stable. Table 2 the incidence of 
ployment in terms of the persondays approach 
each MPCE group by subround. Figure | 
the data graphically A clear 
inverse association between MPCE and the 
incidence of unemployment is evident in each 
both rural and urban areas of the 


even be 


shows unem 
for 


shows same 


subround 

country 
For Gujarat and Maharashtra, Table 3 shows 

of unemployment in terms of 


in 


the incidence 
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=ere= ee 
_ Females 
Persons 


Figure | 
persondays and monthly 


Monthly per capita expenditure, 


Incidence of unemployment in terms of 


per capita expenditure of 


households, rural and urban India, 1972—1973 


usual- and current-activity 
sondays for different deciles of households." 
While estimating unemployment in terms of 
persondays, the intermediate six deciles were 
condensed into three quintiles 

While the data on the incidence of 
ployment in terms of usual or current activity 
clear consistent relationship 
decile of households,'* a more or 
inverse relationship is evident be- 
decile and the incidence of unem- 
ployment in terms of persondays. Except for 
deviations, the labour force in 
the bottom deciles of households clearly suffers 
from a significantly higher incidence of unem- 
ployment and/or underemployment. The inter- 
decile variations in unemployment are, of 
course, much smaller than the differentials in 
per capita expenditure. And although poverty 


data as well as per 


unem- 


do not show a 
with MPCI 
less steady 
tween MPCI 


some erratic 


is more widespread than unemployment, there 
is a Clear association between the two: the poor 
did report non-availability of opportunities for 
work to a considerably greater extent than the 
average level in the two states.'* 

It has been argued that unemployment 
(again in terms of persondays in 1972—1973), 
in different regions of rural India does not seem 
to be related to the productivity of land.'* 
Indeed, in 56 regions of rural India, for which 
data on the unemployment rate during 1972 
1973 are available, a positive correlation of 
0.30 (significant at the 5% level) is observed 
between unemployment and average agricul- 
tural output per hectare (in rupees, 1970 
1971 to 1972—1973)." Apparently, the value 
of agricultural output per hectare is not a good 
index of the extent of poverty in a region. Land 
productivity necessarily depends on factors 
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such as fertility of the soil, rainfall and irri- 
gation, frequency and pattern of cropping etc 
Also, the regions with high agricultural pro- 
ductivity may attract unemployed labour from 
neighbouring areas 


5. UNEMPLOYED AND UNEMPLOYMENT 
ACCORDING TO USUAL ACTIVITY 


To understand the correlates of poverty and 
unemployment more clearly, we shall examine 
the ‘usual’ activities of persons classified as 
‘currently unemployed’ and of those reporting 
unemployed persondays. The incidence of 
unemployment according to different criteria 
will also be estimated separately for each usual- 
activity category. As noted earlier, these 
categories take into account the main sector 
of employment (farm or non-farm) as well as 
the status or class of worker (self-employed, 
employees and family helpers). Among the 
employees, a distinction was made between 
‘a regular salaried employee/wage labourer’ and 
‘a casual employee/wage labourer’ 

There may be scepticism the 


some about 


extent to which it is possible to identify some 
of these usual-activity groups, particularly the 


‘casual labourers’, because of the high prob- 
ability that individuals move these 
categories during different periods of the year 
or even over a short span of time. However, 
persons experienced in conducting field work 
in India do not envisage any difficulty in ident- 
ifying households or workers whose principal 
activity during the year (or a reference week) 
in terms of labour time disposition (or source 
of income) is working as an employee or casual 
labourer.'® 

Table 4 shows the usual-activity distribution 
of persons classified as ‘currently unemployed’ 
according to the conventional priority criterion 
as well as our major-activity criterion, the 
incidence of unemployment, and the partici- 
pation rates for Gujarat and Maharashtra. The 
data can be compared with the activity distri- 
bution of those classified as ‘usually employed’ 
shown in Table 5. The estimated incidence of 
unemployment for each usual-activity category 
is shown in Table 6.!7 

According to Table 4, both in rural and 
urban areas, few of the ‘currently unemployed’ 
were outside the ‘labour force’ in terms of their 
usual activity.'* Secondly, a large majority of 
the ‘currently unemployed’ in rural areas were 
employed in terms of their usual activity. On 
the other hand, a large majority (over 60%) of 
the currently unemployed in urban areas were 


across 


283 


‘usually unemployed’ also. Both in rural and 
urban areas, the proportion of the ‘usually 
employed’ was higher among the currently 
unemployed females than among males. The 
rural—urban differences are consistent with 
the view that rural unemployment is partly a 
seasonal phenomenon 

Table 6 shows that the rural employees in 
Gujarat suffered from an unemployment rate 
almost three times as high as that of all the em- 
ployed in rural areas, and the casual labourers 
fared even worse. In rural Maharashtra, the 
difference was smaller, but the casual labourers 
were clearly the worst off. In urban Gujarat and 
Maharashtra, the incidence of week-long unem- 
ployment (based on the priority criterion) 
among the employees appears to be the same 
as or even lower than that among all usually 
employed persons because of the relative 
predominance of the regular non-farm workers 
(shown in Table 5). But the casual labourers in 
urban areas of Gujarat suffered more than 
twice as high an incidence of week-long unem- 
ployment as all usually employed persons; in 
urban Maharashtra, the difference between the 
labourers and other usually employed 
persons greater. The casual labourers of 
urban Gujarat fared even worse if unemploy- 
ment is defined in terms of the major activity 
of the week 

Since even the major-activity criterion does 
not take full account of underemployment or 
unemployment within the week, 
which may be particularly important for the 
self-employed and family workers, Table 
shows the incidence of unemployment in terms 
of persondays in the two states. The low level 
of unemployment in terms of persondays 
among the regular employees is only to be 
expected; but it is indeed surprising that the 
self-employed and family helpers reported a 
lower-than-average incidence of unemployed 
persondays. The explanation probably lies in 
work-spreading in various ways. 

Table 8 shows the percentage of total unem- 
ployed persondays in rural and urban areas of 
Gujarat and Maharashtra that was accounted 
for by persons reporting specified usual activi- 
ties. (The residual percentage, i.e. the difference 
between 100% and the total percentage of un- 
employed persondays accounting for all usually 
employed persons together, was attributable to 
the usually ‘unemployed’ persons.) Once again, 
the casual labourers, both in rural and urban 
areas, were much worse off in terms of unem- 
ployed persondays than workers in other 
categories; they accounted for 58 and 71% of 
the total unemployed persondays in rural areas 
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WORLD DEVELOPMENT 


Table 5. Activity distribution of the usually employed 
in Gujarat and Maharashtra, 1972 —1973 


Rural Gujarat Urban Gujarat 


Males Females Persons > Females Persons 


Self-employed 60.4 
On tarm 54 
Non-farm 


Employee 2 ¢ 51.5 
Regular on farm 2 0.6 
Regular non-farm 27.0 
Casual labourers ] ‘ 23.8 


Family helper 12 5 5 27.4 
On tarm 1] 2 14.6 
Non-farm 0. 12.8 


All employed 100.0 100. 100.0 100.0 100.0 


Rural Maharashtra Urban Maharashtra 


Usual activity Females Persons . Females Persons 


Self-employed 24.6 23.4 
On farm 32 . 20.3 9 2.6 
Non-farm ; 4.2 20.8 


Employee 44.4 35 67.6 
Regular on farm 44 09 
Regular non-farm : 3.5 : $4.8 
Casual labourers 36.4 11.8 


Family helper 31.0 90 
On farm 5 29.3 2.3 
Non farm 5 18 : 5 6.8 


All employed ) 100.0 100.0 100.0 100.0 


ote: All figures have been rounded independently 


of Gujarat and Maharashtra, respectively. (The employed and unpaid family helpers, is an 
self-employed farmers, on the other hand important explanation for the low estimates 
accounted for only 17 and 10% of the unem of rural unemployment.” 
ployed persondays in the two states, even 
though during ¥ out of the |2 months of the 
survey covered by the 27th Round, Gujarat 6. INCIDENCE OF UNEMPLOYMENT AND 
and Maharashtra were affected by a severe THE PROPORTION OF CASUAL LABOUR 
scarcity.) IN DIFFERENT STATES IN INDIA 

Our data for Gujarat and Maharashtra pro 
vide the first direct evidence to explain the very Since the casual labourers are the critical 
low estimates of unemployment for rural group reporting a very high incidence of unem 
India as reported by several labour force and ployment in terms of ‘current activity’ as well 
unemployment surveys. The rural selfemployed as ‘persondays’, the same relationship would 
and the tamily workers, who account for over be expected between the reported level of un 
50% of the labour force, are much less willing employment and the proportion of casual 
to search or to report their search and/or avail labourers among the usually employed. Table 9 
ability for work than are the employees. The reports the results of an exploratory exercise 
data confirm the wider validity of some suggest conducted for the 17 major states of India. The 
tive evidence provided by small-scale village sur underlying data for rural India have been shown 
veys in which farmers indicated a distinct un in Figure 2 and Table A2 in the Appendix 
willingness to work outside their own farms.'” The coefficients of correlation between the 
Thus the status composition of the rural proportion of casual labourers and the inci 
working force, with a predominance of the self dence of unemployment in terms of persondays 





POVERTY AND UNEMPLOYMENT IN INDIA 


Table 6. Incidence of unemployment in terms of current activity by the nature 
of usual activity, Gujarat and Maharashtra 1972 —1973 
Incidence of Incidence of 
unemployment unemployment 
(priority criterion) (Major-activity criterion) 


Persons Males Females Persons 


Usual activity Females 





Rural Gujarat 


Self-employed 6) 
On farm : 5 
Non-farm 3 4 
8 


Employees 
Regular on farm 
Regular non-farm 
Casual labourer 


Family helpers 
On farm 
Non-farm 


All employed 5 


Urban Gujarat 


Self-employed 
On farm 
Non-farm 


Employees 
Regular on farm 
Regular non-farm 
Casual labourer 


Family helpers 
On tarm 
Non-farm 


All employed l 


Rural Maharashtra 
Self-employed l 2.5 
On farm 5 | 2.6 
Non-farm l 2.4 
Employees 5 8.2 
Regular on farm 
Regular non-farm 
Casual labourer 


Family helpers 
On farm 
Non-farm 


All employed 


Urban Maharashtra 


Self-employed 0.9 1.4 
On farm 1.8 3.6 
Non-farm . 0.7 


Employees 
Regular on farm 
Regular non-farm 
Casual labourer 


Family helpers 
On tarm 
Non-farm 

All employed 
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POVERTY AND UNEMPLOYMENT IN INDIA 


Table 8. Perce niage of total une mployed personda) s accounted for by persons 


with specific usual activity, Gujarat and Maharashtra, 1972—1973 


Rural Gujarat 


Usual activity Females 
Self-employed 

On tarm 

Non-farm 


Employee 
Regular on farm 
Regular non-farm 
Casual labourers 


Family helper 
On tarm 
Non-farm 


All employed 


Rural Maharashtra 


Self-employed 
On farm 
Non-farm 


I mploy ce 
Regular on farm 
Regular non-farm 
Casual labourers 
Family helper 
On tarm 
Non-farm 


All employed 


Note: The usually ‘unemployed’ accounted 


in the rural areas of the 17 states are 0.82, 0.90 
and 0,85, respectively, all statistically signifi- 
cant at the 1% level. In urban areas, the corre- 
lation between the two variables is significant 
at the 1% level for males (0.64) but not even at 
the 5 level for females the two 
together. According to the results presented in 
Table 9, a one percentage point increase in the 
of labourers in the rural 
force result in an increase of 
about 0.4 percentage points in the reported 
incidence of unemployment in terms of person- 
days. Prima facie, the results for Gujarat and 
Maharashtra showing the importance of the 
share of casual labour for the reported inci- 
dence of unemployment, seem to receive sup- 
port from the aggregate data for other states of 
India.?! 

A few other characteristics of the 
labourer group are worth examining since it is 
the most adversely affected by unemployment 
underemployment. The occupational 
casual labourers is reported in 
areas, a large majority of 


or sexes 


proportion casual 


labour would 


casual- 


and/or 
distribution 
Table 10. In 


ol 
rural 


Urban Gujarat 


Persons Males Females 


90 
1.4 


13.3 


16 
14 2.0 
11.3 


Urban Maharashtra 


6.5 


for the remaining unemployed persondays 


casual labourers (over 84%) were agricultural 
labourers ;?? of the remainder were in the 
amorphous ‘other’ category. Likewise, agricul- 
tural labourers constituted a significant 
proportion of urban of 
whom work in the rural fringe of urban centres 


Among others 


most 


also 
casual labourers, most 
‘labourers not elsewhere classi- 
fied’ an important group. A significant 
percentage of the urban employees 
were spinners (the textile 
industry is quite important both in Gujarat and 
Maharashtra and employs several workers on 
basis); (b) domestic helpers; (c) con- 
and (d) carpenters, cabinet 
workers 


were 
casual 
etc 


(a) weavers 


a daily 
struction workers 

makers and related 
indeed the activities where casual labourers are 
likely to be employed. ‘Porters’ often 
an example of disguised underemployment, are 
grouped with operators of mechanized trans- 
port, stationary engines and related equipment 
and may the important sub- 
group among casual labourers in that category 

1] 12 


casual labourers 


wood | hese are 


used as 


most 


indeed be 


selected character- 
in rural and urban 


Tables and show 


istics of 
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POVERTY AND UNEMPLOYMENT IN INDIA 


Table 9. Relationship between the percentage of unemployed persondays 
and the percentage of casual labourers among workers in 


rural and urban areas of major states of India, 1972 


1973 





Constant 
term 


Regression 
coefficient 


Rural areas 

Males 

(0.86) 
1.729 
(1.13) 


1.144 
(0.75) 


0.395* 
(7.90) 

0.373" 
(6.22) 


Females 


Persons 


Urban areas 


Males 3.327 


(2.04) 
6.8687 


0.422* 
(3.19) 


0.246 
(1.88) 


Females 


Persons 


. Significant at the 1% level 


t Significant at the 5% level 


Correlation R’ 
coefficient _ adjusted 


0.67 0.64 


Figures in parentheses are the ‘r’-values. A logarithmic transformation of both the dependent and independent 
variables increases the percentage of explained variance to 0.76, 0.88 and 0.85 for rural males, females and per- 


sons, respectively 


rhe corresponding figures for urban males, females and persons are 0.41, 0.08 and 0.41 


The 


regressions are based on the data for 17 major states of India (excluding Meghalaya and Jammu and Kashmir) 


areas, respectively, of the two states. A com- 
parative perspective is provided by showing the 
distribution of both casual labourers and all 
workers according to various characteristics 
For rural labourers, we have shown the house- 
hold occupation or the main source of in- 
come?’ as well as the size of holding possessed 
(i.e. land owned plus land leased in minus land 
leased out) by the household.”* These charac- 
teristics are not quite relevant for urban casual 
labourers, for whom only the distribution by 
age, educational attainment and MPCE decile 
is shown. 

Considering first the household occupation, 
Table 11 shows that three-fourths of the rural 
casual labourers belonged to households for 
which agricultural labour was reported as the 
main source of income. Regarding their land 
holdings, over 70 and 53% of casual labourers 
in rural areas of Gujarat and Maharshtra, re- 
spectively, were from households with less than 
1 acre of land. The casual labourers are obvi- 
ously poor with respect to the most important 
asset in rural areas. (Both these observations 
are entirely consistent with the reported 
occupations of casual labourers according to 
Table 10.) 


Data on other characteristics of both rural 


and urban casual labourers show them to be far 
behind other workers with respect to ‘human 
capital,” somewhat younger than other workers, 
and substantially overrepresented in the bottom 
deciles of households in terms of their per 
capita expenditure.2> Two —five per cent of the 
casual labourers appear to be even in the top 
quintile in terms of their per capita expendi- 
ture, partly they had significantly 
lower-than-average household size, low age de- 
pendency ratios and much higher-than-average 
participation rates. On the whole, therefore 
the casual labourers seem to be a particularly 
disadvantaged group, both in rural and urban 
areas 


because 


7. DISCUSSION AND IMPLICATION 
OF FINDINGS 


It seems clear from the evidence presented 
that casual labourers should be a high-priority 
group in any programme to alleviate poverty 
and reduce unemployment 

Secondly, as the recent Draft Five Year Plan 
prepared by the Indian Planning Commission?’ 
clearly recognizes, the urban industrial sector 
in India is unlikely to provide much oppor 
tunity for increased employment to the rural 
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POVERTY AND UNEMPLOYMENT IN INDIA 


casual labourers. With the urban population of 
India approaching 145 million in 1980, the 
absorption of even the natural increase of the 
urban labour force in gainful employment is 
likely to be a challenging task 
industrial growth in India over the past 15 years 
has been very slow and continues to be highly 
capital-intensive. Thus, although the inter- 
relation between the rural and urban labour 
markets cannot be denied, the solution for the 
unemployment problems of the rural casual- 
labour must be sought primarily in the 
rural sector 

Almost inevitably, 
casual-labour population would 
accelerated pace; with an increase in 
portion in the total labour force, the 
unemployment estimated through labour force 
surveys would also rise 

Of course, survey data on unemployment 
are subject to limitations. Despite the 
refinements introduced in our data for measur- 
ing unemployment, they do not necessarily 
provide a clear guide to the supply of labour 
that would be available in response to any 
programme to expand work opportunities. The 
level of wage rate and the work conditions 
would certainly be important determinants of 
the actual labour supply. In Maharashtra, for 
example, the Employment Guarantee Scheme 
has reported a considerable gap (during 1978 
1979) between the number of workers ‘regis- 
tering’ for employment (2.8 million) and the 
number actually reporting for work on any one 
day (an average of 0.52 million, with a maxi- 
mum of 0.77 million).”* It is not known, how- 
ever, to what degree the relatively low average 
turnout reflects a high turnover 


because the 


force 


rural 
grow at an 
its pro- 
rate ol 


therefore the 


several 


A question arises as to whether the casual 


labourers would attain a per capita expendi- 
ture above the poverty line if all their reported 
unemployment and underemployment 
eliminated. A categorical answer cannot be 
obtained without elaborate statistical calcu- 
lations, but it would probably be negative 
Additional work opportunities for casual 
labourers would presumably have a sizeable 
positive impact on their incomes and living 
standards 

It is difficult, however, to specify the precise 
nature of additional work opportunities; for 
example, in rural areas should they take the 
form of a public works programme or of 
additional demand for labour on the farms or 
in non-farm enterprises? Given the limited 
assets of casual labourers in terms of land and 
skills or education (in the short run at 
the avenue of public works programmes might 


were 


least), 


action than the 

intensity of 
frequency of 
other 


amenable to state 
indirect increasing the 
agriculture (through 
cropping with irrigation 
inputs), which would in turn augment the 
demand for labour. The latter policy 
has been the central objective of state policy 
in India for the past 30 years but has not 
prevented an increase in the number and in the 
proportion of employees and 
labourers in the rural labour force 

rhe need to select projects under the public 
works programme with utmost cannot 
be overstated; they must be technically sound 
and must strengthen the production potential 
of the rural They should 
integrated into a long-range development plan 
for each small area. The man- 
power and talent required to prepare 
small area plans reportedly exists in 
states of India. However, truly integrated plans 
which take account of the local agroclimatic 
conditions and of the need to 
ecological balance and/or restructure cropping 
patterns in different parts of the country, can 
be implemented only if political 
determined to initiate 
inevitable conflict of 
different land-owning 
(A detailed discussion 
this 


be more 
route ofl 
increased 
and modern 


casual 


wage casual 


care 


economy also be 
watershed or 
such 
most 


restore the 


decision- 
makers are concerted 
action and 
interests among the 
classes of the society.” 
of these beyond the 
paper.) 

Finally, one of the major findings of ou 
data for India, namely the association between 
the importance of casual labourers in the labour 
force and the reported incidence of unemploy- 
ment seems to be relevant to the interpretation 
of unemployment statistics (based on a refer- 
ence period of 1 week) of other 
However, we have found no country other than 
India that distinguishes casual labourers from 
other categories of workers: employees are 
generally identified as one group. In Thailand, 
for example, where the and labour 
force surveys report a very 
unemployment (around | or less of the 
labour force), the self-employed (including 
employers) and unpaid family workers consti- 
tute a significant majority (78% or 
the labour force.** On the other hand, in 
Peninsular Malaysia, Taiwan and Sri Lanka, 
which reported unemployment rates of about 
5, 8 and 14 the non-employees constituted 
43, 44 and 34% of the labour force in 1973 
1974 and 1969—1970, respectively .*! 

Estimates of unemployment and of the 
labour force are known to be very 
to differences in definitions in surveys and stat- 


resolve the 
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issues 15S scope ol 


countries 


censuses 


low incidence of 
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Malaysia 


[ai 
based 
2 Also 
rations (2\bs 


In particular, the data for 
Sri Lanka cited 
on comparable conceptual frameworks 
the availability of 
capita per 
influence on 


ISTICS 


wan and earlier are n 


Iree rice 


Sri Lanka probal 


reported estimates ol 


week) in 
the 
ployment, since it 
to search for an 

than 
the 


moves 


unem 
pe rmitted potenti il workers 


acceptable’ work opportunity 


How 


structure of employment in an 


onger would be possible otherwise 
ever as 
towards yreponderence ol 


and 


economy 


rather than employed 


( mploy ees 


AND UNEMPLOYMENT 


IN INDIA 


{ 


family worke and as education st 


it it likely that ‘ntrants int 


force will searc 


Salaried emp (rather 


lamuly fi r family enterprise 


the very leas ‘serves furthe 


exploration. Furthermore 
ing and usef 
among 


employment 


ployed during the references week 
lection of detailed data 


the 


yn time disp 


usual’ activities of the respondents 


NOTES 


example, a recent survey article reports that 


ypenly unemployed are not primarily drawn 
low-income groups; on the contrary they are 
relatively high income famil- 
ated’. See A. Berry and R. H 


market performance in developing 


World Development, Vol. 6, N 


disproportionately from 


ies, and are well edu 
»abdot l 


untries: a surve 


11/12 (1978), p. 1211 


abour 


The 


investigators 


samples lected and interviewed by 
State 
yther procedures followed by them 


employed the Governments 
The sampling and 
the ‘central sample 


| the 


ure the same as those used for 


selected and the 
National Sample Survey Organization 


canvassed under auspices 


3. The 


teristics 


usual’ labour rce and employment ch 


take into consideration: (a) whether 


respondents Vere usually’ in the labour force 


(b) if they were usually in the labour force, whether 


usually employed; and ( t they 


which 
tf employment 


not they were 
broad sex 


the 


usually employed 


ind status or class 


(1.€ seli-en ployed including 


en pl yers 


ilar wage Salaried ¢ mployee, i Casual employee 


actIVITY Ca ries whict 


y ed 


amily helper). The usual 


ire used to classify th mpl nave been shown in 


several tables in tl 


actively seek work because 
that work oppor 
the definition of 


4. Some persons may not 


of their impression or knowledge 


tunities are not available. Therefore 


been broadened to include those 
seek work but 


(at wage rates and under working conditions prevalent 


unemployed has 


who do not actively ire available for it 
in the local situation) 


rounds of the NSS, notably those 
conducted 1958-1959 and 1959-1960, had 


highlighted rather large seasonal variations in the level 


5. Some earlier 


during 
and patterns of economic activities 


6. See: NSS Organization, National Sample Survey, 
27th Round, October 1972—September 1973, /nstruc 
tions to Field Staff, Vol. 1, Design, Concepts, Defi 


nitions and Procedures (New Delhi: September 1972) 
7.0.12 and 7.7 


> 


Paras 


Questions on the duration of unemployment 


asked of 
can identify the 

In the Round, only the 
asked abou 1e duratior 


those classified as ‘currently unemployed 


be used t 
27th 


hronically unemployed 


usually unen pl yyed 


were of their unemployment 


8. There is widespread scepticism among 


NSS about 


spondents generally 


associated with the information 


worked. The r 


number of hours v ced ul g the ret 


report the 


(usually with a pr 


hours): the investi 


plies it by six 


Y. Some 
when a 


marginal ases iT r 7 > numbe 
yed ina 
In such 


although an 


days person is empl week equal 


days when he is unemploved ases. I w 


classify them as employed pposite 


can aiso be ised n tf plausible 


implicit overstatement of the incidence of unempl 


ment would only highlight a serious problen 


10. The 


employment overl: i 


reported incidence usual and curren 
onsiderable extent 

Table Al in 
of the 
ployed according to the duration of unemployment 


Evidently 


an areas of India 
Appendix shows the distribution 


ticularly in urb: 


usually unem 


about 15—20% of th 


se reported is usually 
unemployed had been unemployed for up t 
They 
debatable whether 


3 months 
might be new entrants into the labour 
they should be considered 


cally unemployed’ (as is *n done in India) 


1] The I 
population) 


monthly 


deciles are deciles of households (not o 


arrayed in an ascending order of their 


Per capita consumption expenditure. Given 


the inverse household 
the bottom deciles 
than 10 f the popu 
f the upper deciles 


have 


association between 
size and the MPCE of 
ot households 


average 
households 
include moré 
lation, whereas the reverse is true 
different cu 
the 

1f population 


Deciles population would 
the evident in 


households would be seen in the deciles 


points; but pattern(s) deciles 
as well 
Our 


broad comparability of 


samples The 
the 
length and 
standards, employment 


data are based « the ‘state’ 


these data with central 


samples has been discussed at confirmed 


in the author's ‘Living and 
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education in Western India. 197 


(1977) 


" mimeographed 


Statistically significant inverse relationship be- 
MPCI and the inci 


yment in ‘rms of the 


iverage in different deciles 


inemp!l current 
terion is evident for females in rural Guj 


nales as well as females in urban Gujarat, females 


rural Maharashtra and males in urban Maharashtra 


13. These findings differ trom the earlier indications 
yf little association between poverty and unemploy 
even a direct relationship between MPCE and 
f unemployment. Among the nation 
ninth Round of the NSS, from sub- 
August —-November 
sample of households), had 
direct (or positive) relationship between 
of unemployment and the MPCE, both 


ment or 
the incidence 
wide surveys, the 
samples 


1955 (a 


3 and 4 canvassed during 
about 8250 
indicated a 
the incidence 
in rural and urban areas of the country. However the 
number of per capita expenditure classes in the ninth 
Round three, because 
the top class accounted for less than 1% of the rural 


the urban population 


was only four, and effectively 


population and only 3% of 
I 


urther, labour force and employment status was 
determined in terms of the ‘usual status’ of the respon- 
unemploy 
relationship 
of unemployment 
Maharashtra in 


unem- 


dents, which would show only chronic 


and which fails to show a clear 
MPCE and the incidence 
even in the data for Gujarat 
Table 3. See Visaria 
ployment and underemployment in India: retrospect 
and prospect’, in J. C. Sandesara (ed.), The Indian 
Economy. Performance and Prospects, (Bombay 
i B 1974). Prior to the 27th 
Round, only in the ninth Round were 


etween 
and 


Pravin Labour force 


University mbay 


labour force 


characteristics tabulated according to per capita 


expenditure of the household 


‘Growth and 


Address 
Economics 


~ 7 


verty 


unemployment 
delivered at the All 
Conference, Tirupati, 31 


Lakdawala 
Presidential 
India Labour 
December 1977 


The total number of rural ‘regions’ in India in 
the 27th Round of the NSS was 65. The agricultural 
yutput data are a study undertaken by the 
Perspective Planning Division of the Planning Com 
mission, and the Jawaharlal Nehru University. Accord- 
ing to Lakdawala’s address cited above, the agricul- 
tural output data were not available for nine of the 


based on 


65 regions 


16. According to a personal communication from 
Sudhir Bhattacharyya, the NSS official in charge of 
the design of the 27th Round survy of employment 
and unemployment, the interviewers reported no 
difficulty in identifying or classifying the ‘casual 
wage labourers’ although the J/nstructions to Field 
Staff did not define the term ‘casual labourer’. As 
later, a large majority of casual labourers in 
Gujarat and Maharshtra were agricultural labourers 
or workers in non-classifiable occupations. These 
groups are indeed likely to suffer from instability of 
employment; and their 
labourers is quite plausible 


shown 


classification as ‘casual’ 


17 The 


of unemployment 


difference between the estimated incidence 
according to the priority rule and 
the major-activity criterion is greater in rural 
slightly 


denominator for both sets 


areas 


than in urban areas, and more for females 
Since the 
same, 


given sex and 


than for males 


of estimates is the the difference between the 


two sets for a usual-activity category 
indicates the proportion of persons who are classified 
as unemployed because of the adoption of the major 
activity 


because 


criterion 
It the 
than in 


Persons classified as employed only 


priority rule are more numerous in 
and slightly 


numerous among females than among males 


rural areas urban areas more 


18 These few 
into the labour 


would probably be the new entrants 


force 


19. Pravin Visaria, ‘The farmers’ preference for work 
on family in Report of the Committee of 
Experts on (New Delhi: Planning 
Commission, India, 1970), pp. 185 
194 


farms’, 
Unemployment 
Government of 


20. Among the 
incidence of 


analysts seeking to explain the low 
unemployment in 
status composition of the working force are P. ( 
Mahalanobis and V. K. R. V. Rao. See: P. C. Mahalan 
obis, ‘Concept and measurment of unemployment 
in V. K. R. V. Rao (ed.), Employment and Unemplo) 
ment (Madras: Asia Publishers, 1968); and V.K.R.V 
Rao, ‘Employment and unemployment in the Indian 
economy’, / and Cultural 
Change (April 1959) 

The Expert 


rural terms of the 


onomic Development 
cited in note 19 had as 
that ‘the 
of unemployment is most serious for workers 


(Committee 


serted without any statistical evidence 
problem 
who seek wage employment’. (See Para.5.9 on page 31 
of the report.) Our data confirm the validity of that 


hypothesis 


21. An exploration of the 
interstate differences in the 
labourers in the 


factors underlying the 
proportion ol 
e rural labour force is beyond the scope 
of this paper. The likely contributory factors include 
the presssure of agricultural population on land; 
distribution of land; the extent of and scope for a 
diversification of agriculture into non-crop production 
such as forestry, horticulture, animal husbandry and 
fishing; and the relative importance of and 
industries such as gur-making and hand- 
looms including silk and carpet weaving 


casual 


cottage 
small-scale 


22. Casual labourers formed a large majority of all 
agricultural labourers in the 
states. The precise 
(A majority of the 
employees. ) 


rural areas of the two 
percentages are 


remainder 


below 
farm 


given 


were regular 


Males Females Persons 
81.5 
78.4 


90.3 
98.7 


85.4 
88.4 


Rural Gujarat 
Rural Maharashtra 
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23. The ‘household occupation’ determined 
from the list of gainful occupations pursued by the 
members of the respondent households as that which 
‘fetched the maximum earnings’ during the | year 
preceding the date of survey. If the earnings from two 
occupations were equal, the occupation of the most 
senior working member was recorded as the house- 
hold occupation. See: National Sample Survey, 27th 
Round, /nstructions to Field Staff, Vol. 1 (Delhi 
1972), pp. 9—10 of the instructions for schedule 10.0 


was 


24. Various aspects of data on land holdings and their 
correlation with living standards as indicated by PCI 
been discussed in my ‘Size of land holding, 
standards and employment in rural Western 
India, 1972-73’, (October 1978) 
Separate land are not 
available 


have 
living 
mimeographed 
and leased 


data on owned 


25. The differences would seem even sharper if the 
casual labourers were compared with other workers, 
rather than all workers 
arranged to highlight the inverse association between 


The data on age can be re- 


the percentage of casual labourers and the age group 
of workers. The growing pressure of population on 
land or the inability to expand the land area under 
cultivation at the same rate as population or the labour 
force tends to raise the proportion of casual labourers 
(or agricultural labourers) among the younger workers 


26. Data on these characteristics have been summar- 
ized for agricultural labour households in my ‘Size of 
land holding, living standards and employment in rural 
Western India, 1972-73’, Annex 5, mimeographed 
(October 1978) 


27. Government of India, Planning Commission, Draft 
Five Year Plan, 1978—83, Vol. 1 (New Delhi; 1978) 


28. M. I 
issues’, Economic 
25 (23 June 1979), pp 


Dantwala, ‘Rural employment: facts and 
and Political Weekly, Vol. 14, No 
1048—1057. The Scheme was 
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as a declared commitment of the 
employ in unskilled manual 
individual over 18 years of age registered 
with the panchayat within 15 days of that 
individual presenting himself for work. Normally, 
work is provided within the block (an administrative 
unit of 100 villages, with an average population of 
about 100,000). Wages are paid on a piece-work basis, 
7 hours would 


introduced in 1972 
State Government to 
labour any 
village 


calculated such that ‘diligent’ work for 


yield a minimum wage of 3 rupees (approx. US$0.40) 


29. Two excellent reports prepared during the Fifth 
Plan period by the Task Force on Integrated Develop- 
ment appointed by the Planning Commission (under 
the leadership of B. S. Minhas) have addressed some of 
these difficult issues. See: Planning Commission, Task 
Force on Integrated Rural Development, (a) Report 
on Integrated Agricultural Development Projects in 
Canal Irrigated Areas (New Delhi: September 1972) 
(b) /ntegrated Agricultural Development in Drought 
Prone Areas (New Delhi: June 1973) (mimeographed) 


avail- 
1970 


Thailand are 
1960. 
and 197] 

labour 


30. The unemployment data for 
from 
and the labour 
1976. The distribution of 
has been obtained from the 
1973 labour force survey 


able the population censuses of 
1969 
the 


censuses and the 


force surveys of 


Status orce 


same 


based on the Household Ex- 
conducted in Peninsular Malaysia 
Family Income and Expenditure 
1974, and the Socio-Economic 
during November 


31. The data 
penditure Survey 
during 1973, the 
Survey of Taiwan for 
Survey of Sri Lanka 
1969—October 1970 


cited are 


conducted 


data are based on a reference 


The Taiwan survey did not specify 


32. The Malaysian 
period of 1 week 

period and used essentially a 
The Sri Lankan survey, on the 


erence period of 


any explicit reference 
usual-status approach 
other hand, used a 


1 month and a usual-status approach 


mixture a ret 


APPENDIX 


Table Al. Percentage distribution of persons classified as unemployed 
in terms of their usual status by duration of unemployment 


rural and urban India, 1972—1973 


Rural India 


Duration of 
unemployment 


Females 


Males 


Up to 3 months 
Above 3 and 

up to 6 months 
Above 6 months 


and up to | year 19.47 


45.46 


19.56 


More than | year 49.39 


All 100.00 


100.00 


Source: NSSO, Draft Report No , 197 


combined 


7) 


Urban India 


Persons Females Persons 


16.48 


15.07 
15 5 $5 14.22 


19.54 


48.65 49.68 


100.00 100.00 100.00 100.00 


Results refer to the entire Round i.e. four subrounds 
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Pakistan’s Development: An Overview 


SHAHID JAVED BURKI* 
The World Bank, Washington, D.¢ 


Summary. This is the text 


of two lectures given in the summer of 1980 


one at the Institute 


of Strategic Studies, Islamabad, and the other at the National Defense College, Rawalpindi, 


Pakistan 


The lectures attempted to identify some non-economic determinants of Pakistan’s 


economic performance since the standard economic explanations are not very satisfactory for 


analysing the country’s rather erratic performance over the last three decades 
1947, 
political power moved once again from a civilian government to a military regime 


reviewed Pakistan’s economic history from 


The lectures 
the time of independence, to 1977, when 


The lectures 


underscored the importance of the nature of external economic development, the extent of 
government commitment to development and the level of participation in economic manage- 


ment as important determinants of economic performance. One of the important conclusions 


reached was that the governments in the Third World must pay heed to these factors in plan 


ning for the difficult times that lie ahead 


1. INTRODUCTION 


perception that 
performance in the decade of 


There is a common 
stan’s economic 
1970s was less than satisfactory. There 
also that the country’s 
leadership will have to act firmly and quickly 
to Pakistan’s house in 
According to the Financial Times,' writing in 
the summer of 1979, the donors to Pakistan 
‘argued throughout this 
with the country that it had to put together a 
wide ranging programme for solving its on- 
omic ills’ with Pakistan’s indifferent 
performance the 
the business sector in the country 
influential Karachi newspaper, 
Bank Pakistan’s report for 
draw conclusion 


cally 


the 1S 


agreement present 


set economic order 


year's 


"ec 
Concern 
confidence of 
Dawn, the 
the State 
1979 


also affected 
used 
of 1978 
the ‘clear that 
the country continues to be under severe 
pressures and that unless adequate 
solutions are found the continuance the 
present trend can prove highly disruptive and 
may well stultify the growth effort’.? The Zia 
Government appears have this 
advice. In the past 3 years, it has tried hard to 
recover some of the economic ground that was 
lost during the Bhutto period. Even the gener- 
ally uncertain political situation in the region 
does not seem to have changed the Govern- 
ment’s priorities Economic issues are continu- 
ing to attention. For instance, in 
dressing itself to the problem created by the 
Soviet intervention in Afghanistan, the Govern- 
ment of Zia ul Haq put an equal amount of 


to 


economii- 


of 


to accepted 


receive ad- 


Paki- 


negotiations’ 
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According 
‘Pakistan estimates it needs 


emphasis on economic development 
to the Economist, 
at least $1 billion 
scheduling of foreign debts and several billion 


in economic aid, plus a re 
dollars more to create a defense network along 
the Afghanistan and 
obsolete equipment 


This Government 


border with to replace 


commitment to 
economic development Iruit 
1977—1980, the GDP increased at the rate of 
6% in 1970— 1977 


now 


renewed 


has borne In 


6.3 3 
The donor 
ing to help 
difficulties 
ment concluded an agreement 
that will allow it to draw-down 
billion from the Fund’s Extended Facility 

These recent developments raise a number 
that this article will attempt to 
answer. For instance: What are the ‘economic 
ills’ from which Pakistan presently suffers? 
What is the nature of the ‘adequate solutions’ 
that have to be found to stop ‘stultifying the 
? In what way can the country 


compared to only 
community is also will 
the country out of its present 
In the fall of 1980, the Zia Govern 
with the IMI 


some $1 


of questions 


growth effort’ 


This is the text of two lectures given by the author 
in the summer of 1980, one at the Institute of Strate- 
gic Studies in Islamabad and the other at the National 
Defense College in Rawalpindi, Pakistan. The views 
expressed here are of the author and do not neces- 
sarily represent those the World Bank. Much of 
the computational work for this article was done by 
Mr. Sagheer Mufti. I am grateful to Professors Paul 
Streeten and Papanek for comments on an 
earlier draft of the paper 


of 


Gustav 
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economic performance ‘in order 


ts defence against external ag 


gressi ilitant disruption’? These ques 
articulated, remain to be answered 
Pakistan but 


Third 


ti 
on 


They inent not only for 


untries in the 
ito three sections 
analyse Pakistan's econ 
m tw perspectives 
comparative. The second 
CONCLUSIONS 
using the 

analysis the first 
Suggests areas of high 
attention 


ASSESSING PAKISTAN’S ECONOMK 
PERFORMANCI 

I evaluating 

one over 

growth in the 

the changes in the 

nomy, the changes in the 

the labour force. This can also 

ting the improvements In various 

*s that measure the quality of 

late 1970s 


a fairly sig 


omparison of Pakistan of the 
f the late 1940s shows 
ymic change over a period of 30 

the size of Pakistan's economy 
For da 
this meant an average 
from 


was estimated at just under $20 billion 
population of 78 million 
of $250.4 Since 


ylonial rule in 1947, the 


independence 
country S$ gross 


national product has increased at the rate of 
5.1 per annum. Since the population grew at 
incomes increased 
even at this rate the 
an average Pakistani in 1979 
that at the ft indepen 


Even though some of this growth regis 


rate of 2.8 personal 


only 2.3 However 


income was 


mri< ‘ 


than twice 


a change from non-recorded substistence 


agriculture to market transactions, the doubling 


‘ 


in three decades is without 


the hist 


personai in mes 

precedence in ry of the areas that now 

constitute Pakistan 
The economy also went through a significant 


structural change. In 1950, agriculture had 


accounted for 53 yi the gross domesti 
of the 1970s. its share had 


manutacturing 


product By the end 
declined to 4 rhe 
sector became much more important over time 
from 8 to 13 of the 


increasing its share 


national we The decline in the importance 


of agriculture the country’s economy was 


accompar some reduction in the pro 


portion 


the labour force employed in it 


. 


from 60 n 1950 to S: in 19 
The pattern country’s trade also changed 
significantly. In 1947, at the time of indepen 


dence, Pakistan exported agricultural products 


in exchange for manulactures 
goods 


j The bulk 


which bought raw 


mostly consumer 


trade was with India 


cotton, wheat, rice and salt 
vegetable oil and electric 
Pakistan exports a 


products 


in returt textiles 


power. N number of 
some of them in large 


markets 


manutacture 


quantities has also begun to find 


abroad for such capital goods as and 


Also. the 


sugar 
cement nts direction of trade has 
changed. Most of the important customers are 
in East Asia, North America and the European 
Common Market 

much more urbanized 
I to 


estimated the 


Pakistan is also now 
The 1951 census of population the 
be taken ter independence 
urban lation at only 6 million 

1? f the then population of 34 million 


oO lé 


equivalent 


the size of the 
increased three-fold to 
near! 17 million or 25.4% of the total. In 
19S] one f the cities of Pakistan had more 
than million people 
with po 
K arachi 


According to the census of 1972 


urban population had 


There are now six cities 
than | 
country’s largest city 


ulations of more million 


has about 
urban 


e today as the entire 


time of independence three 


as many eop! 
populatior the 
decades ag 
In the per 
economy has gone through a profound change 
It is four times as large and much more modern 
popu 


xd since independence, Pakistan's 


It provides twice as much income to a 
lation twice 1947 
open’ in the sense that it trades a large propor 
While 
s confirm that significant change 


the size of It is much more 
tion of its output with the outside world 
these statisti 


has occurred, they do not say a great deal about 


Pakistan's In order to do 
this. the 


should be asked 


relative performance 


question: ‘Has Pakistan done well?’ 


There are two ways of answering this ques 
tion. The answer can be provided by comparing 
the status of the different 
periods of time, say at the beginning of the 
1950s, 1960s and 1970s. Or 
Pakistan’s performance could be compared with 
that of other It could be compared 
with the developing countries in the neighbour 
hood: with low-income countries, the group 
with Pakistan many economic 
characteristics; or with all the developing world 


economy over 


‘ 


decades of the 


countries 


which shares 





PAKISTAN’S DEVELOPMENT 


Table 1. Growth in Pakistan, 1950—1979 


1949—1950 


Gross national product* ($ million) 1251 
Growth per annum” 

Population (million) 35 
Growth per annum 

Income per capita at current prices 

Income per capita at constant prices 

Growth per annum 


Source: Computed from Government 


of Pakistan, Pakistan Economic 


1969-1970 


19591960 


Survey , 79 (islamabad: Finance 


Division, 1979), Tables 2.1 and 2.2 in the Statistical Annex 


* At constant factor cost of 1959—1960 


+t At 1969-1970 prices 


Each type of comparison will undoubtedly con- 
vey a different message 


(a) Performance viewed from a historical 
perspective 

Table | above presents some indices depict 
ing Pakistan’s growth performance over the last 
30 years. There is no inherent logic in dividing 
the 30-year period into decades other than 
the availability of statistics. However 
Pakistan’s political history divides itself 
into periods roughly comparable to those of 
Table 1: the 1950s was the period of competi- 
tive democracy in Pakistan in which a number 
of political parties freely competed with one 
another. The 1960s saw the first of the three 
military governments Pakistan has had until 
now. General Ayub Khan power in 
1958 and left in 1969, soon after celebrating 
his ‘Decade of Development’. Much of the 
1970s was the period of civilian dictatorship 
The decade dominated by Zulfikar Ali 
Bhutto who gained considerable political 
prominence in the elections of 1970, became 
President in 1971, Prime Minister in 1973 and 
was removed from power in 1977. While each 
of these three political systems left its mark on 
the economic political factors alone do 
not fully explain the considerable differences in 
economic performance. This that 
will be taken up later in this article 

Ihe first post-independence decade was a 
period of sluggish performance; the 
national product increased at the rate of 3.4 
year and per capita income by under | But 
the 1960s brought about a spectacular change 
The growth rate and there was a 
corresponding increase in personal incomes 
The 1970s saw some deceleration in the rate of 


easy 


also 


came to 


was 


scene 


is a subject 


gross 


doubled 


Table 2. Sectoral growth in Pakistan, 1950 
(annual growth rates, per cent 


1950s 1960s 


Agriculture 


Industry 
Others 


Source: As in Table | 

* Data up to 1979 only 

increase in the national product but the rate 

still remained above the level of the 1950s 
These point to one important 

conclusion from the perspective of 

history and estimated in terms of the growth 

of the national product, Pakistan’s perform- 

ance during the 1970s appears unsatisfactory 

only when compared to that of the 1960s. The 


com- 


Statistics 
Viewed 


1970s produced a better overall record 
pared to the 1950s; the rate of growth was 
not much less than the average Pakistan’s 
30-year history. It was the relatively poor 
showing of the economy following the rapid 
strides made during Ayub Khan’s ‘Development 
Decade’ that seems to give the impression of 
indifferent performance during the last decade 
If this is the been such a 


great deal of concern about the country’s econ 


for 


case, why has there 
omic performance in the 1970s? 
One reason for this concern may be the poor 
performance of agricultural and industrial sec 
rhe Table 2 show rates 
of growth for these two sectors for the 1950s 
1960s and 1970s. These comparisons lead to a 
better understanding of Pakistan's 
performance. The contribution of 
and manufacturing sectors to the growth of the 
national product has been very uneven. In the 
1950s, manufacturing became the sector 
growing at the rate of 8 per 


tors data of above 


economic 


agriculture 


lead 


annum and 
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increasing its share in the economy from only 
8% in 1949-—] 1] 10 years later 
But Not only did its 
share in national output drop sharply, from 53 
t 4) but an even important 
that 


agriculture turned Pakistan 


950 to over 


agriculture did poorly 


more conse 


yuence was the sluggish performance of 


‘ 


Irom a net exporter 
foodgrains. In 1954, for 


to a net importer ol 


irst time in the history of area that is 


Pakistan 
; 


» be purchased from the outside 


‘ 


a large quantity of foodgrains 


rhe fortune of the agriculture sector changed 
lramatically in the 1960s. Compared to the 


50s, the rate of 


growth of agricultural output 


doubled. Consequently, despite a rapid increase 


i 


1 populatior 


I 
distri 


and some improvement in the 
that 
helped to raise the rate of increase in 


ution of income? two factors 
together 
rate ol 
Pakistan came very close 
the end of 


70s. The better performance of agricul- 


food consumption to well above the 


growth 


o achieving food self-sufficiency by 


»oOpulation 


ture was not achieved at the expense of other 
The 
facturing during the 
in the 1960s 


post-independence 


sectors impressive performance of manu- 
1950s was improved 
Pakistan ended the 
decade with the industrial 


nearly 15 to the total 


upon 
and second 
tor contributing 
national wealth 
This momentum not maintained in the 
70s. For the first time in the country’s 
history, the rates of growth of both agriculture 


was 


and industrial output fell to well below that of 
the average for 
struction 


output is 


the economy. Service and con 


became the lead sectors. In so far as 
measured by value of output 
optical 


illusion in these rates of growth. In other words 


service 
(i.e. services), however, there is an 
the relatively high growth rate of the economy 
1970s is largely a statistical artifact. This 
dramatic performance 


rhe sharp 


in the 
rather switch in sectoral 
produced immediate 
fall in the 
country 
food. In 


over 2 3 


consequences 
agricultural output made the 
dependent on imported 
Pakistan had to import 
tons ol 


rate ol 
increasingly 
1978—1979 
order to be 
feed its people. Thus, the 
imports amounted to over one- 
sixth of the total domestic requirement.® 


million wheat in 
able to adequately 
level of food 

The most serious consequence of the decline 
in the output of the manufacturing sector was 
on the export sector. Textiles was the most se- 
verely effected industry; it no longer generated 
a surplus for export. The result was that the 
rate of imcrease in the country’s merchandise 
exports declined at the rate of 3% per annum 
in the period 1970—1977. This means that the 


quantum of Pakistan’s exports in 1977 was a 


that in 


increase, at 


quarter less than 1970. But imports 
continued to the rate of 4.4% per 
annum, in part to provide the consumers with 
some basic necessities which the domestic in 
dustry 


quantities 


no longer produce in the required 
rhe 


and imports 


could 
growing imbalance between 
left the country 
f-payments deficit, part of which 
rhis 
led to a sharp increase in the burden of external 
debt wich increased from $3 billion in 1970 to 
$6.8 billion i 1977, Pakistan's exter- 
was equivalent to 45% of its 


exports with a 
large balance 


had to be financed by external borrowing 


nal debt gross 
luct and interest payments on debt 


$141 million which was equal to 


national pr 
amounted t 
f total export earnings.® 

performance ol 
about 


one-seventh 


These statistics about the 


the agricultural and industrial sectors 
trade and about the rapid build-up of external 
debt suggest an economy in deep trouble. It is 
surprising, therefore, that the Russian 
adventure in Afghanistan underscored not only 
Pakistan’s military It pointed also to 
the country’s economic vulnerability. Accord 


not 


weakness 


ing to one assessment 


most compelling reason not to put 
forces in Pakistan is that they would 


country’s security, for Pakistan’s 


Perhaps the 
American 
not improve the 
problem is as much an internal as an external one 
A better way to 
be to increase United States’ economic assistance 
beyond the $200 million that Washington has 
The country’s economy is in poor health; 


enhance Pakistan's security would 


offered 
it is plagued by high inflation, a large balance-of 


payments deficit, and a troubled industrial sector 


(b) Performance viewed from a 


comparative country perspective 


Is the health of the Pakistan economy poorer 
than that of other Has 
its performance been worse than that of coun- 
stage of development? Are 
prospects worse than that 
? The data used in 


low-income countries? 
tries at the same 
Pakistan’s economic 
of other developing countries 
the previous subsection pointed to an economy 
whose performance took a sudden turn for the 
worse during the 1970s. Is this downturn 
sharper than that of other developing countries? 

These are important questions; to answer 
them, it is necessary to develop a comparative 
framework within which to view Pakiscan’s 
development, not only in the recent pzst but 
over the last two to three decades. Once again, 
as was done in the case of developing a his- 
torical perspective for evaluating performance, 
it would be useful to start with the data on 
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Table 3. Growth of gross domestic product 
(average annual percentage rates 


1950—1975 


Low-income countries 

Africa 

Asia 

Pakistan 
Middle-income countries 
All developing countries 


Industrialized countries 


1950—1960 


1960—1980 


1960 


5.4 
4.2 


Source: The data for 1950—1975 and 1950—1960 are from David Morawetz, Twenty-five Years of Economic 


Development 1950 to 1975 (Washington, D< 
and 1970 
p. 13, Table 13 


changes in the gross domestic product. Accord- 
ingly, Table 3 presents data on GDP growth 
rates for Pakistan and various groups of de- 
veloping countries with which the country’s 
performance could be compared 

According to a recent study on the develop- 
ment experience of the Third World 


In average per capita income, the developing coun- 


tries grew more rapidly between 1950 and 1975 

3.4 per cent a year than either they or the 

developed countries had done in any comparable 

period in the past.' 
Pakistan’s long-term performance was even 
better. During 1950—1975, not only was Paki- 
stan’s growth more rapid than the average for 
the Third World. It also out-performed even 
the ‘middle-income’ countries. Of the 81 coun- 
tries for which data are available, only 10 had 
growth rates between 4 and 6% per annum 
during the 1950—1975 period. Pakistan was 
one of these countries, the only one from the 
South Asian region 

The growth rates for each of the three dec- 
ades, however, tell a different story. In terms of 
the increase in GDP in the 1950s, Pakistan did 
two and a half times as well as the low-income 
countries. This differential was maintained in 
the 1960s. The situation changed in the 1970s 
The rate of growth of the poor Asian countries 
picked up a bit but that of Pakistan declined 
appreciably. Although Pakistan’s national prod- 
uct continued to increase at a rate higher than 
the average of all low-income countries, the 
difference was no longer as large. The really 
worrying thing about this picture of perform- 
ance was that the economy seemed to be losing 
the momentum gained in the two preceding 
decades. While the rates of growth of other 
countries increased considerably, that of Paki- 
stan slowed down by a significant amount 


the World Bank, 1977), p. 13, Table 1; and those for 1960 
1980 are from the World Bank, World Development Report 1979 (Washington, D.C 


1970 
August 1979) 


But growth is not an end in itself: at best it 
is a performance test of development 
a test of performance it has serious weaknesses 
It used to be believed that the benefit of 
economic growth would spread widely and 
reasonably speedily. It was assumed that this 
trickling down would occur either through mar- 
ket forces or as a result of government action 
However, these assumptions proved to be gen- 
erally wrong. Growth in many cases did not 
result in spreading incomes widely; the markets 
did not function faultlessly. Nor did all govern- 
ments take corrective action to remove impedi- 
ments in the way of the benefits of growth 
trickling down to the less privileged segments of 
the society.!! 

Pakistan is a good case of growth failing to 
help the poor to the extent that should have 
been possible. It is important to underscore a 
part of the preceding sentence since it has come 
to be believed over time that Pakistan’s remark- 
able growth performance during the 1960s had 
no impact on income distribution and poverty 
alleviation.'2 The evidence, however, is mixed 
Once again, a comparative country framework 
would help to clear the perspective 

Although measuring poverty is difficult, 
absolute poverty can be said to have three 
components: low income, poor health and lack 
of education. It is in terms of incomes that 
there has been least progress in developing 
countries: it appears that within most nations 
the incomes of the poor have grown more 
slowly than average incomes. It has been esti- 
mated that over the period 1960—1975 the 
incomes of the poorest two-fifths of the popu- 
lation of developing countries grew at only 
1.5%/year, at roughly half the rate 
This was sufficient to reduce the proportion of 
poor in total population from 50% to about 


Even as 


average 
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Table 4. Social progress in developing countries 


Low-income Low-income 
Pakistan countries countries 


Education 
(i) Adult literacy rate (% of population) 15.0 
(ii) Enrolment rate for children (%) 
Total 30.0 
Males 46.0 
Females 13.0 


Health 


(i) Infant mortality rate (per 1000) 142 14] 105 
(ii) Life expectancy (years) 4] 4] 5 49 
89.2 


August 1980) 


40% but it was not enough to prevent the _ better nutritional status of the Pakistani popu- 
absolute number of people concerned from lation. Pakistan has now reached the stage 
rising by more than 40 million. Progress in’ where it is able to supply practically 100% of 
respect of education and health has been much the nutritional needs of its population. Despite 
more satisfactory. There was a substantial this improvement in the general health of the 
decline in adult literacy and a significant in- population, the rate of infant mortality remains 
crease in the proportion of children attending high, some 8% more than the average for poor 


school. And perhaps the most striking countries. Once again the main reason for this 
indicator of all life expectancy in developing appears to be the discrimination against female 
countries rose over the past three decades by’ children. Hard data on female infant deaths are 
15 years from about 36 years in 1950 to 51 _ not available; but there is scattered evidence to 
years in 1980.9 suggest that the proportion of girls in Pakistan 

Pakistan's achievements in terms of social that die before they reach the age of one is 


progress are somewhat less striking. The most much larger than that for boys.'* 


disappointing feature of Pakistan’s develop- [he picture of economic performance that 
ment experience is in the area of education. emerges from this analysis is of a country with 
[Table 4 compares Pakistan’s performance high potential, erratic performance and a low 
with that of other low-income countries over level of concern for the welfare of the less 
the 1960—1980 period. In 1960, the adult privileged segments of the population. The 
literacy rate in Pakistan was seven percentage picture having been drawn; is there a way of 
points lower than that of other poor nations. explaining it? 
Twenty years later, the gap had widened to 
over 10 percentage points. Of even greater 3 EXPLAINING PAKISTAN’S ECONOMIC 
concern is the very slow progress Pakistan has PERFORMANCE 
made in increasing the number of children 
attending school. In 1980, one-half of the In seeking an explanation for Pakistan’s 
school-age population does not attend school economic performance over the last 30 years, 
compared to only a third for all other poor it is useful to concentrate on the following 
countries. The low proportion for Pakistan is four broadly defined factors 
due in part to the very high rate of girls without 
access to formal education. Over the last three 
decades, Pakistan has made very little progress 
towards getting girls into schools 

Life expectancy at birth is a good general 
indicator of health and here Pakistan has done 
better than other low-income countries. This Each of these four factors encompasses a 
can be attributed largely to the considerably number of elements. For instance, external 


external economic environment; 
government commitment to economik 
development; 

level of participation in decision-making; 
quality of economic management 
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Table 5 


1950s 


1960s 


External environment 
Government commitment 

Level of participation 

Quality of economic management 


Low 


Fair 


The judgments in this column apply to the period 1970 


environment implies the ease with which the 
country has access to concessional capital, the 
willingness of foreign entrepreneurs to invest 
in the economy and the terms at which it is 
able to exchange its surplus goods and com- 
modities with the imports it needs. Good ex- 
ternal environment also means that the country 
does not face a serious threat to its security 
from the outside and is able, therefore, to 
reduce its expenditures on defence. Govern- 
ment commitment means not only the willing- 
ness to formulate development plans but also to 
accept the discipline that they necessarily 
impose on the decision-makers. Commitment 
on the part of the Government also suggests 
the ability to raise resources for development 
even at the cost of risking political discomfort 
Any judgment about the level of participation 
would have to take into account the ‘openness’ 
of the decision-making system. Were decisions 
taken to satisfy the political and economic 
needs of the decision-makers themselves and 
the groups that they represented, or were the 
people (however defined) also kept in view? 
Quality of management refers to the Govern- 
ment’s ability to adopt and implement appro- 
priate policies so that the opportunities opened 
up, say, by a supportive external environment 
can be turned to the country’s advantage. The 
elements included in these definitions are taken 
from diffferent fields: economic, political, 
social, cultural and historical. An economist 
seeking to explain a country’s performance is 
likely to more on economic elements; 
a political scientist would be inclined to con- 
centrate on those that are essentially political, 
and so on. Taken separately, these, at best, will 
be partial explanations. A fuller accounting of 
the circumstances that bring about change in a 
society must include all these diverse factors 
Table 5 uses three qualitative grades to 
describe these listed factors. Thus, external 
environment can be hostile or neutral to or sup- 
portive of the efforts to develop an economy 
The Government’s commitment to economic 
development can be low, moderate or high; the 
level of participation in economic decision- 
making can again be low, moderate or high; and 
the quality of economic management can be 


focus 


Hostile 


Moderate 


Neutral 
Moderate 
Low 
Poor 


Supportive 
High 
Moderate 


1977 


poor, fair or good. If the grading of Table 5 is 
correct, the remarkable performance of the 
economy during the decade of the 1960s can 
be explained in terms of a generally supportive 
external environment, high government com- 
mitment to economic development, a moderate 
level of participation in decision-making and a 
fair quality of economic management. During 
the 1970s, Pakistan’s external environment 
although not as supportive as that during the 
1960s was not as hostile as that faced by other 
developing countries. The Government had a 
moderate commitment to development. Never- 
theless, the performance was poor largely 
because of poor management of the economy 
and a low level of participation in decision- 
making during the Bhutto period 

While the schematic presentation of Table 5 
should help in understanding some of the 
factors responsible for the wide fluctuations in 
Pakistan’s economic pefformance during the 
past three decades, it is not sufficient to fully 
explain sharp from one period to 
another. To do that requires a somewhat more 
detailed account of each of the four factors 


changes 


(a) External environment 


Pakistan started its existence as an indepen- 
dent state in an extremely hostile external 
environment. A number of decisions and 
counter-decisions in Karachi and Delhi led the 
new nations of Pakistan and India into a pro- 
longed trade war. The customs union estab- 
lished between the two countries broke up 
quickly and Pakistan was left very much to its 
own devices.!5 

The war in Korea brought some relief to 
Pakistan. There was a sharp and unexpected 
increase in international demand for raw cotton 
and wool, the most important items of 
export for Pakistan. The prices of these com- 
modities shot up and Pakistan’s export earnings 
increased nearly three-fold, from $54 million in 
1949—1950 to $136 million the following year 
In 1950—1951, Pakistan had a trade surplus 
with a favourable balance of $50 million. But 
the relief provided by the Korean War proved 


two 
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Table 6. Exports, imports and foreign assistance 
yearly averages, $ million 


1970s? 


1950s" 1960s 


Imports 
Trade balance 
Foreign assistance 


of GNP 


amount as 


Source: Computed from Government of Pakistan. 
Pakistan Survey, 1977-78 
Finance Division, 1978), Table 9, p. 117 
28, p. 77, of the Statistical Annex 


Economic (Islamabad 


, and Table 


"Covers the period between 1947 
1960 

' Covers the period between 1970—1971 and 1976 
1977 


1948 and 1959 


short lived. The Korean boom burst in 
1954 and Pakistan’s export earnings fell 
back to $65 million which in real terms was at a 
level lower than that of 1949—1950. For the 
country’s external trade, 1950—1951]1 
to be a freak year. Pakistan was not to have a 


to be 


1953 


proved 


surplus on its external trade account for another 


22 years 

The 1960s brought about a marked improve 
ment in Pakistan’s external environment. While 
the deficit in trade persisted, the country began 
to receive large doses of concessional capital 
of the First Plan (1955 
1960), Pakistan received $1.1 billion in foreign 
during the Second Five-Year Plan 
1965), external assistance increased by 
to $2.9 billion. This level of 


During the years 
assistance 
(1960 
a factor of three 
assistance was maintained during the Third Plan 
(1965—1970) 
The data of 
yearly earnings 
foreign assistance receipts, puts the latter into 
a proper perspective. It provides 
quantitative evidence for the qualitative judg- 
ments made in Table 5. During the 1950s the 
average flow of foreign was some 
70% more than export earnings and two and a 
half average trade imbalance. The 
situation became considerably more favourable 
in the 1960s. During the Ayub period, the flow 
of concessional capital to Pakistan was six times 


Table 6, by providing average 


export along with average 


also some 


assistance 


times the 


as large as export receipts and three times as 
much as the imbalance in trade. It was only in 
the 1970s that foreign below 
export earnings. In the 1960s, foreign assistance 
received by Pakistan was, on average, equal to 
20% of its gross national product. This was 
twice as much as in the 1950s and in the 1970s 
The 1960s, therefore, stand out as the time in 
Pakistan’s history during which the country 


assistance fell 


was very popular with the donor community 
This popularity was largely due to the foreign 
perception about the development 
pursued by the Government. For instance 


policies 


The sensible policies and programs adopted by 
Pakistan were the major reasons for the increase in 
resorces available. In large part, causality runs from 
improved policies and performance to increased 
aid, not vice versa 


with India in 1965, the fall from 
Ayub Khan in 1969, the civil war in 
East Pakistan and the erratic economic policies 
pursued by the Bhutto regime drastically 
altered the country’s image. The change in 
image also brought about a change in the atti- 
tude of the donor community. Although the 
data of Table 6 show a 47% increase in average 
yearly external assistance in the 1970s 
pared to the 1960s, in real 
there was 
part ol 


The war 
power ol 


com- 
terms, however 
Also, a significant 
external aid to Pakistan in the last 
from new donors, the Islamic 
countries in the Middle East 

The 1970s was a difficult decade for Paki- 
The gener 
ally supportive international economic environ- 


a slight decline 


decade came 


stan for some other reasons as well 
ment of the 1960s gave way, quite suddenly, to 
Third-World countries 
found themselves at a great disadvantage. The 
price of oil quadrupled in 1973—1974. In 1973 
the average price of a barrel of oil imported by 
the developing countries was only $3.20; the 
the price increased nearly four- 
fold to $11.6 per barrel. In the 2-year period 
73 and 1975, the cost of importing 
oil by the developing countries increased from 
$6.7 billion to $22.1 billion 

Ihe world 1974 co- 
incided with the sudden change in the price of 
oil. A number of major food growing areas in 
the world the plains of Soviet Russia, the 
Indo-Gangetic valleys of South Asia, the island 
of Java in Indonesia and several islands in the 
Pacific found their food output decline by 
substantial amounts. The price of wheat traded 
in international markets more than doubled; it 
increased from $70/ton in 1972 to $180/ton in 
1974; that of rice more than tripled, increasing 
from $150/ton to $550/ton and the develop- 
ing countries’ imports of foodgrains increased 
from 29 million to 42 million tons, and the 
value of food imports went up from $4 billion 
to $20 billion 

These developments had a severe impact on 
the economies of the Third World. The current 
account deficit of these countries the differ- 
between the cost of their imports and 
their debt on the one hand and 


a situation in which the 


following year 


between 19 


food crisis of 


ence 
servicing of 
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their total external earnings on the other 
increased from $6 billion in 1973 to $39 billion 
years later. In 1973, the developing countries’ 
current account deficit was equal to 1% of their 
combined gross national product; by 1975 this 
proportion had increased to 5.1 
The Third World’s response to these develop- 
ments took three forms. A number of countries 


went to the international capital markets for 


obtaining the additional resources they needed 


for financing their imports. This option was 
available more readily to the middle-income 
countries such as Brazil, Mexico and South 
Korea. The markets regarded them as credit- 
worthy and allowed them free access to their 
resources 

The countries those 
and Asian countries with per capita 
of less than $300 in 1977 prices 
in a much more difficult situation 
markets were reluctant to lend to them 
ber of them, therefore, took another 
increasing their export earnings in order to 
pay for the increased their imports 
Those that failed to expand their exports had 
no other choice but to reduce the level of their 
investments. Reducing investment levels meant 
lowering the rate of economic growth 

Pakistan’s response to this sudden change in 
does not fit into any of 
these three scenarios. It did not have the credit 
worthiness to go to the international capital 
paying for the 


African 
incomes 


low-income 


were placed 
rhe financial 
A num- 


course, 


cost ol 


external environment 


markets to resources for 
additional cost of imports. The government did 
little to increase exports: in fact, the policies 
adopted by the Government resulted in a severe 
depression in the export-oriented industries 
and the country chose not to reduce its level 
of investment. Instead of the options, Pakistan 
chose to borrow heavily, generally short-term, 
from the friendly countries in the Middle East 
In 1970—1971, its outstanding debt was of the 
order of $950 million, equal to 2% of its gross 
national product. By 1976—1977, its debt 
burden had increased to $4.6 billion or 3% of 
GNP 
increase in remittances from Pakistanis working 
overseas. The boom in the Middle East drew 
more than a million workers from Pakistan. By 
1977—1978, this labour force was contributing 
$1.6 billion to the country’s foreign exchange 
earnings.'’ 

It appears 
Pakistan faced a 
environment. The external climate changed 
suddenly and for the better in the 1960s. In 
the 1970s, although most of the Third-World 
countries difficult external situ- 


raise 


The country was also helped by a large 


1950s 


economic 


that in the 
hostile 


therefore 
generally 


faced a very 


ation, the impact on Pakistan was cushioned 
by a set of fortuitous circumstances. The 
sluggish performance of the during 
the 1950s and economic dynamism of the 
1960s can be explained to extent, in 
terms of external forces. Some other expla- 
nation has to be sought for the relatively 
poor performance of the 1970s 


economy 


some 


(b) Government commitment 


Jinnah, the founder of 
manipulated the hopes 
Indian Muslims to 
is These hopes and 


Muhammad Ali 
Pakistan, ‘brilliantly 
and mostly the fears of 
bring that state to birth’ 
fears were not all religious; some of them were 
economic. The Muslims, particularly 
the urban areas of North India, were 
about Hindu competition in a country in which 
they, because of their small number, would 
have only a small voice. An independent 
Muslim state a Pakistan offered attractive 
opportunities. They fought hard to realize 
them. There can be little doubt that the mo- 
tivation behind the Pakistan Movement 
both religious and economic This notwith- 
standing, it is remarkable how little planning 
was done to translate the economic and re- 
ligious aspirations of the Indian Muslim into 
state policy. The purpose for creating Pakistan 
was clear, policies for achieving that purpose 


those in 
nervous 


was 
19 


remained to be formulated 

The Jinnah administration from 1947 to 
1948 and the Liagat government from 1948 to 
195] with the 
brought upon by independence. India inherited 
a functioning administration; Pakistan had to 
set up everything from scratch. A government 
had to be created out of the civil servants trans 
ported from New Delhi to Karachi; an army 
had to be put together from the units that had 
Indian military 


were overwhelmed problems 


dropped out from the British 
establishment. As if this were not enough, the 
new government had to accommodate some 8 
million refugees who migrated from India to 
Pakistan Establishing a 
functioning government apparatus remained the 
principal preoccupation of these two adminis 
trations In this situation, commitment to 
economic development remained 
effort was made to formulate a 5-year develop- 
ment plan but the plan document was released 
to the public only after Ayub Khan came to 
powel! 

Ayub Khan justified his coup d’état in terms 
of the country’s economic problems that had 


within a few months 


low. Some 
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lack of his 


economic 


resuited from the predecessors’ 


goals. ‘Economic 


commitment to 

stability and their development became central 
r 

°20 

planks in the new government's programm«¢ 


Ayub Khan 


Pakistan's economic 


s deep commitment to improv 
performance had one 
consequence: it provided the people 
with 


Saving 


a more tangible objective to 

Islam for the Muslims of 
was the stated goal of the Paki 
Pakistan had 
difficult 
religious 
1949. a year and 
that the 


was able to agree on the 


However 
it became exceedinigy 
ne country s 


March 
the founding of the 


purpose in 
was only in 
state 
onstituent assembly 

resol 
Islamic 
of Pakistan. But progress beyond 


tticuit 


most important clause in its ‘objective 


was to Ik down the 


ution nicn 


ul 


so that it was only in 1956 that Pakistan's 


irst constitution was adopted, where the Islami 
produced a 


ot the 


addition of just two 


mountain in labour barely Islamic 


mouse: the Islamic clause objective resol- 


ution was repeated with the 
Islamic provisions that the Head of State must 
be a Muslim and that 


republic 


Pakistan was ‘an Islamic 


When Ayut 
country 


Khan came to power, he found the 


engaged in what was essentially a 
Emphasis on economic develop 
d‘étre of his revolution 
change the nation’s psyche. The first 
Second Five-Year Plan, put 

the people a different set of objectives 
marked contrast to the First Paki- 
Five-Year Plan was launched in 
propitious conditions the Second Plan has 
point for national effort 


Plan, unfortunately, never 


sterile debate 


the raison 
chapter of the 


Plan 
stan’s Second 
become a rallying 
which the First 
was’.?? 

The Government's commitment to economic 
development also provided the powerful bu 
reaucratic structure a good reason for changing 

The Indian Civil Service was 
that had supported the British 
raj in India. Maintenance of law and order was 
its primary function. The Civil Service of Paki 
the successor of the ICS for the first 
post-inde pendence had interpreted its 

terms. As the Ayub revol 
for the nation at large 


civil 


its own priorities 
the ‘steel frame 


stan 
decade 
mandate in similar 
ution had 


redefined the objectives for the 


done it also 
bureauc 
racy. The performance of the civil servants was 
to be gauged no longer in terms of their ability 
to maintain political and social tranquility and 


ensure law and order but in terms of their 


willingness to work for rapid national develop 
the Civil 
style and 


ment. Armed with this new 
Pakistan 


transiormed 


purpose 
Service f changed its 


quickly itself into a development 
service pare xcellence 


Ayub Khan 
it was right for the people to 


Given the goals the regime of 
itself 
their judgement on its performance 


The verdict came in 


had set for 
pronounce 
In mostly economic terms 
1969. In the perception of a large number of 
people, Ayub Khan had failed in two ways. The 
had grown had the 
between East and West Pakistan. Also 
believed that the Ayub model had 


delivering the benefits of 


economy) rapidly but so 
disparity 
it was widely 
not succeeded in 
economic growth to the less privileged segments 
of the society. Whether these perceptions were 
right or wrong will be debated for a long time 
however, is the fact that the 
and articulate 
people them result of the 
agitation that dislodged Ayub Khan from office 
Bhutto 
and sustain 
had to undertake ac 
accordingly, Bhutto’s 
development 
somewhat weaker than that of his predecessor 
What further weakened the Bhutto adminis 
tration s mmitment to 
ment lack of 
leaders of the Pakistan People’s Party on how 
manage the economy. For 
PPP administration had a strong 


what is important 


politically powerful groups of 


believed in One 
that economics 
politic al 


was the assessment by 
build 


alone would not 


constituencies. A 
tive politica 


regime 
engineering 
commitment to 


economic Was 


economic devel »p- 


was the consensus amongst the 
best to a time, the 
leftists in the 
voice in the Government 
of nationalizations that quickly expanded the 


the result was a series 


also, urban 
the result 


role of the public sector. For a time 
intellectuals dominated the PPP left 
was a shift in emphasis from agriculture 
tor favoured during the Ayub period 
industry. When the left departed 
administration and Bhutto, freed 

obligations, began to 


a $ec- 
to heavy 
from the 
inter- 
active 


from 
national take an 
interest in economic decision-making, it became 
clear that he did not 
plan of action 
in an ad ho« 
of the 
‘decision-making without 


a well-formulated 
Important decisions were taken 
manner, usually without the advice 
establishment. This kind of 
constraints’. bur 
and slowed down its more 


have 


economic 
dened the economy 
productive sectors 
(c) Level of participation 
decision-makers during Pakistan's 


history have displayed a remarkable 
in their approach towards 


I conomic 
30-year 


lack of 


consistency 
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1950s, large-scale 


with 


various sectors. During the 
manufacturing was the 
emphasis on import substitution 
for the important everyday 
consumption. Development of the _ textile 
industry in the hands of private entrepreneurs 
received a great deal of government attention 
textiles and in many other 
consumer goods, Pakistan achieve 
self-sufficiency by the time Ayub Khan replaced 
the civil politicians in 1958 

During Ayub’s 
agriculture became the 
economy. Its output rate un 
precedented in Pakistan’s history; by the end 
of the Ayub era, the country’s output of food 
grain had than over |] 
years 

rhe Bhutto administration ignored both the 
consumer goods industry and 
Instead, it turned its attention to the producer 
goods industry. Karachi Steel Mill became the 
single most important development project 
claiming, in real terms, more resources during 
the 1970s, than did the 
1970s. Partly for 
and partly 
nationalization, private 
both agricultural and industrial sectors 
amount of their 
commerce and construction. In the 
growth in value added in 
was twice as high as the average for 


favourite 
particularly 


C lear 
more items ol 


Consequently, in 
was able to 


Development 
sector of the 


Decade of 
lead 


increased at a 


more doubled in just 


agriculture 


public sector 


government 


entire 
in the want of 
support fear ol 

from 


moved 


because of the 
entrepreneurs 


resources to 
1970s, the 
two 


a considerable 
rate of these 
sectors 
private industry and agriculture 

There are a number of 
nations for shifts in 
Perhaps the most important of these was the 
quick changes in the immediate political con- 
stituency to which the decision-maker appealed 
or to pressure the decision-maker was 
subject. In the 1950s, urban consumers and 
merchant-industrialists had more influence on 
economic decision-making than any other econ- 
omic group. Hence the emphasis was on the 
consumer goods industry. Landlords, deliber- 
ately ignored during most of the 1950s, regained 
a great deal of their political power in the 1960s 
and regained also the Government’s attention 
toward the rural Understandably ner- 
vous about Bhutto’s economic intentions as 
stated in the PPP’s manifesto for the election of 
1970 


plausible expla 


these sectoral priorities 


whose 


sector 


large landlords and large industrialists 
kept their support from him and, accordingly 
incurred his displeasure once he was in office 
Bhutto's 
vately owned industrial firms and establishment 
of a low ceiling on landholdings were meant to 
punish the industrialists and the landlords for 


nationalization of a number of pri 


their political 
that 
social group politics provide a good explanation 
for the sudden shifts in that have 
marked much of Pakistan’s economic history 
These sudden 
had Pakistan developed institutions to mediate 


what he considered to be mis 


deeds. It seems, therefore interest and 


pe ylicies 


swings would not have occurred 
between the political interests of the ruler and 
or the ruling élite and the economic and social 
interests of the groups that the decision-maker 
sought to cultivate, reward or punish. It was the 
institutions of participation that 


appears to have contributed to erratic economic 
24 


absence of 


decision-making 
It is for this reason that the 
than 
decision-making in 
The level 
1960s 


Table 
a moderate level! 
any ol 


matrix of 
5 does not show better 
of participation in 
the three periods 

both the 1950s and 
leaders found some means to have the interests 
of the groups his 
role of served by the Civil 
service olf 1950s and the Civil 
Service of Pakistan 


of Basic 


was moderate in 
when the politica 


various social articulated 
mediation 
Pakistan in the 
the military and the systen 
n the 1960s. But none of 


with the possible exception of 


Was 


Democracies i 
these conduits 
the Basic 
institutions in the strict sense of the 


regarded as 
And 
not even the Basic Democracy 


Democracies can be 
word 
none of them 


system of local government was assigned this 


role of an intermediary long enough to bring a 
certain amount of stability in group interaction 
Therefore, the decision-makers 
cultivate or discard group support without great 
difficulty. The out for the groups 
was to use street politics to vent their feelings 


could adopt 


only way 


as well as their interests 


(d) Quality of economic management 


The benefits offered by a supportive exter 


nal environment, a high level of government 
commitment and a high level of participation in 
Irittered 
away by poor economic management Indiffer 
ent economic management compounds the 


difficulties presented by such other factors as 


economic decision-making can be 


hostile external environment and a low level of 


government commitment to economic manage 
ment 

In terms of the quality of management, none 
of the three periods identified in Table 5 scores 
very high. The 
admittedly rather severe problems that Pakistan 
inherited at birth was at best fair 
taken 
adopted in 


Government’s handling of the 
some shrewd 
such 
1949 


decisions 
policy 


were as the exchange 


rate by which the 
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advantage < he inelastic worid 


yf the yuntry s important 


; 


yt was made to adjus 


Korean War was over 


ment’s agriculture policies provide 


by the 


f a less than 


imaginative 

management. The 
itical constituencies 
the price of agricultural products to 
depressed: the urban consumers de 


heap food and 


industrialists 
ed raw material yr a time this 


sense ‘ rolied tood 


» doubt 


prices 
great deal of 
8 million refugees who 


1948 


jute provided the incentives 


caused a 
arrived 
Government control 
to invest in an economy 


n. But the circum 


as uncert: 


in the mid-1950s; the 


refugees 
bed successfully and the cotton 


ute textile industries had begun to produce 


its. On the other hand, agriculture 


Stagnant: the failure of food pro 
atch population growth was now 
producing severe strains on the country’s bal 


ance of payments. But the Government failed 


; ; 


change its licies 


f management during the Ayub 
a great deal. Although 


Ayub Khan’s 


onomy was very favourable 


prove 
pinion about 
pinion expressed in 196 
ormance of Pakistan in the 
been primarily the result 

nanagement’?5 it is now 
yf the problems the economy 
attributed to the 


1960s The most 


' 
lace later can be 


lecisions taken in the vivid 


illustration of this is the system of economic 
ntrols established by the Ayub regime 

rhe military government’s first impulse on 
taking over the administration was to institute 
draconian controls on prices, particularly in the 
industrial sector. But the disruption caused by 
that the 


One Dy 


these measures taught a lesson new 
one the 


controls 


leaders were quick to learn 
rather 


established by successive administrations in the 


elaborate system of economic 
1950s were abolished to be replaced by a struc 
ture in which market forces apparently gained 
ascendency, apparently because the Govern 
continued to direct investment into the 
Some of this direction 
the Government would 
used tor 


ment 
channels of its choice 
was subtle: for instance 
not sanction foreign exchange to be 


12,500 
entrepreneurs 


mills with than 


Encouraging new 


new text more 
spindles 
into the 


objective 


declared 
textile 
dictated by the 
The Government 


lustrial sector was the 


limiting the size of new 
that 


onomy of scale 


plants t ne-eighth 
demands 
succeeded in its objective but it also managed 
to create a highly inefficient textile sector, the 
uch was to be paid a decade later 
ity of management deteriorated 
the Bhutto period. There 
reasons for this but the following three 
First, the 


of several large industrial firms 


sharply duri were 
many 
seem to be the more important ones 
nationalization 
banks and insurance companies placed a tremen 
dous burden on the Government’s administrat 
might have been possible to 
had not the 


restructured the administrative 


ive resources. It 
this 
simultaneously 
The two steps taken together created a 
Second, the 
its 6 years in office 


carry burden Government 
system 
considerable amount of confusion 
throughout 


adopt 


administration 
a clearly defined attitude 
private sector 


was unaDie tft 
towards the private sector. The 
ertain about the role they were to 
that resulted in a con 
investment activity. Third 
in particular Prime Minis- 
little emphasis on the 


remained ur 
perform; an uncertainty 
siderable decline in 
the administration 
ter Bhutto put 


economic inaiysis 


very 
yf government policies and 
were intro 


public-sector projects. New policies 


duced and 


mostly 


new projects were sanctioned, 


without a careful review of their econ 
omic impact 
In these Pakistan’s perform 
much better had the 
paid the required 


attention to the management of the 


three periods 


ance would have been 


various 1dministrations 
amount ol 


economy 


4. CHOICES FOR THE FUTURI 


Che 1980s are not likely to be an easy period 


for Pakistan as for a number of other poor 
The external environment 


would probably be even less supportive than it 


developing countries 


the 1970s. The 
pected to 
over the 


was in real price of oil is ex 


increase by at least 3% per annum 
slow-down in the 
of the industrial countries will limit 
opportunities for the Third World 
there are prospects for 
rich to the 
Largely because of these adverse factors, it has 
been estimated that the per capita incomes in 
the poor countries may 
than 2% per 


next decade, the 
economies 
trade and 
uncertain concessional 


assistance by the poor countries 


not increase by more 
1980s. In fact, this 
a hopeful one 


annum in the 


scenario has been described as 
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lable 7. Future growth prospects and impact on poverty, 1980—1990 


’ case 


Number of Growth rate GNP 
poor 1980 


Poverty belts 


Total 


‘High’ case 
Growth rate GNP 
per capita 


Number of 
poor 


Number of 
Poor 


Source: Estimates based on World Development Report, 1980 projections 


since it presumes a good quality of economic 
management on the part of the poor countries 
It is expected that the countries will be able to 
raise more domestic resources 
for the slow-down in trade, the high price of 
energy and low levels of concessional assistance 
from the industrial countries. If the low-income 
countries are 
external economic situation, the rate of growth 
in their per capita might 
further decline and not be more than 1.1% dur- 
ing the 1980s. One consequence of this possible 
economic activity in the poor 
countries would be to increase the number of 
poor living in absolute poverty. (See Table 7.) 

Pakistan must not only contend with an 
indifferent economic situation in the 
1980s, it also faces a number of other problems 
that are peculiarly its own. Three of 
deserve elucidation. First, at no time 
during the country’s 30-year history not even 
in the difficult period immediately following 
independence was the economic institutional 
base as weak as it is today. Second, the private 
sector remains uncertain about the country’s 
economic future. Institutional weakness along 
with unsettled political conditions contribute 
to this uncertainty. One result of this is the 
extremely low level of domestic saving in the 
country. Third, Pakistan’s large and rapidly 
increasing population has a much lower level 
of social development than many other coun- 
tries in the same income range 

But there are a number of favourable factors 
that could possibly offset these disadvantages 
The following three need to be underscored 
First, Pakistan has a rich and still largely 
untapped agricultural potential. It has one of 
the largest irrigation networks in the world, 
good quality of soil and a climate that makes 
it possible to grow a variety of high value crops 


to compensate 


unable to adjust to this adverse 


income register a 


slow-down in 


world 


these 


some 


Second, Pakistan’s geographical position in 
West Asia and the Islamic faith that it 
with a number of other countries in the region 


shares 
have made possible a large-scale migration of 
people with relatively low levels of skills. It 
would not have possible to provide ad- 
equate job opportunities to these people within 
Migration to the West Asian 
countries has in a large flow of 
workers’ remittances into the country. Without 
this flow of capital in 1980 it is estimated at 
$1.6 billion, sufficient to pay for almost 40 
of the total imports Pakistan have 
found it exceedingly difficult to meet is exter- 
nal payments commitments. The West Asian 
countries lucrative markets that 
Pakistan could easily exploit for the export of 
agricultural products and manufactured goods 
It can also be expected that Pakistan will con- 
tinue to receive fairly generous assistance from 
the Arab oil-exporting countries. Third, Paki- 
stan industrial base to launch a 
major initiative in the export field. Rising wages 
in the countries of East Asia provide Pakistan 
with the opportunity to use its comparative 
advantage in order to obtain a larger share for 
itself in international trade in textiles 
tronics, communication and transport 
ment 

Is Pakistan likely to follow the 
considered likely for the poor countries or is 
it going to set for itself and realize targets 
much more ambitious than those indicated in 
rable The answer to this question depends 
upon the ability of the decision-makers to turn 
to the country’s advantage the positive factors 
enumerated earlier. This will need the decision- 
makers’s commitment to development, creation 
of institutions to ensure broad participation of 


various groups in the process of decision-mak- 
26 


been 


the country 


also resulted 


would 


also offer 


now has the 


elec- 


equip- 


scenarios 


ing, and careful management of the economy 
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Summary. 


This paper sets out some circumstances in which emigration of some fraction of 


the population may be harmful to those who are left behind. In elaborating on the recent work 
of Keith Griffin, we argue that when emigration takes place, non-emigrant income will rise or 
fall depending upon the proportion of the original endowment of capital emigrants take with 
them. When pure labour emigrates, in a one-sector model, non-emigrant income must decline 


In a two-sector Heckscher 
one of the goods is non-traded 


In a recent article [World Development, 
Vol. 4, No. 5 (1976), pp 361].* Keith 
Griffin argues that restrictive immigration 
policies of rich countries are ‘contrary to the 
interests of poor people in underdeveloped 
countries and it is misleading to suggest the 
reverse, or to imply that there might be a case 
for underdeveloped countries to erect further 
obstacles’ (p. 353). The purpose of this note is 
not so much to quarrel with Griffin, since I also 
favour freer mobility of labour, but to point 
out that there are understandable reasons why 
non-emigrants may favour restrictions on emi- 
gration (even) of pure labour. In particular | 
want to elaborate on the notion of real income 


353 


(or welfare) 

It is my contention that in ‘On the emi- 
gration of the peasantry’, Griffin overlooks 
some of the subtleties inherent in emigration- 
induced changes of real income which help to 
explain why non-emigrants may not favour 
emigration of pure labour, why they 
favour emigration of the relatively capital rich, 
and even favour the emigration of those whose 
capital is partly in the form of human capital 
The important distinction that I wish to draw is 
the difference between the change in income 
of the emigrant and the change in income 
accruing to non-emigrants when emigration 
occurs. Griffin’s contention that there is an 
unambiguous gain to the country whence 
emigration takes place leaves a serious puzzle 
How can we explain emigration taxes and the 
reluctance of many nations to allow their 
citizens to emigrate? 

Throughout this analysis I shall follow 
Griffin and ignore the case in which the 
unemployed leave for other lands as an obvious 
plus for emigration. I should note in passing, 
however, that the presumption there is that the 


may 
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Ohlin framework, the income of non-emigrants may also decline if 


unemployed are meaningfully exported. If 
there is a natural rate of unemployment, then 
exporting will have minimal 
effects on the unemployment rate and the 
analysis may proceed as if there were full em- 
ployment. Indeed the full-employment scenario 
played out so frequently in the literature really 
should be interpreted to mean that aggregate 
expenditure policies of the central government 
and relative price policies (such as unemploy- 
ment, welfare or local aid programmes) are held 
constant 

A second caveat is that, unlike Griffin, I will 
not deal with a economy agri 
culture and industry but with a one-sector 
economy producing a single homogeneous out- 
put. The defence for this change is that the 
problem of emigration is considerably simpli- 
fied and the conclusions are unaltered in sign 
(although possibly in degree) in more compli- 
cated when one of the 
economy produces goods which are not traded 
internationally (I elaborate a two-sector model 
in the Appendix.) These sorts of markets arise 
from the ubiquitous presence of tariff and non- 
tariff barriers or transportation 
very much in the spirit of Griffin’s argument 

A third caveat is merely to remind the reader 
that this is theoretical argument being 
marshalled to modify another. The proof of all 
these puddings is ultimately in the empirical 
consequences of the theory. It may well be that 
in some cases the facts are such 
many of the issues raised here relatively unim- 
portant. In such a case we can only hope that 


some workers 


two-sector 


cases sectors in the 


costs and are 


one 


as to make 


> . 

I am indebted to Professor D. J. DeVoretz for calling 
the article to my attention. He, of course, bears no 
responsibility for the ensuing discussion 
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the theories discussed will aid empirical work by 
allowing it to focus on the kernel and dispose 
of the chaff 


PRODUCTION AND WELFARI 
that in a _ fully-employed 
economy there is an unambiguous gain in real 
income when emigration since the 
emigrant remits a portion of his (pure) labour 
income from abroad. There is: (i) a rise in the 
income of the emigrant who is now abroad as 
more than he could have 
earned at and (ii) an increase in his 
family’s income which is augmented by the 
remittance from abroad.' Thus, so long as the 
wage abroad is greater than the wage at home, 
there is a gain. Griffin then draws a red herring 
across our path by pointing out that as long as 
the emigrant’s consumption at home 
greater than his marginal product at home, it 
would pay (his family) to assist him in leaving 
At this level of abstraction, if the wage were 
better than at home 
pure labour to emigrate.” 
Notice that Griffin’s 
includes the emigrant. Is 
criterion’ An 


Griliin argues 


occurs 


able to earn 


home 


he 1s 


was 


abroad it always pays 
measure of 
this an appropriate 
alternative is to compare the 
before 


income 


income of non-¢migrants 


non-¢migrant 


emigration 
emigration 
group since 
non-emigrants will be affected by the individ- 
voluntary ) 


after 
this is the relevant 


with income 


In some sense 
ual’s (presumably decision to seek 
ypportunities abroad 

In this case the exit one unit of (pure) 
la ‘ non-migrant 
income as the departing worker leaves a smaller 
labour work the amount of 
before. Although the 
marginal product of labour has been increased 
by his departure, the product of 
capital declines. So long as total income is equal 
to the sum of the products of the factor and 
their products, the will out- 
weigh the Heuristically non 
own a greater proportion of the 
original capital (all) than they did of the 
original labour force (all but the one emigrant), 
the decline in the marginal product of capital 
outweighs the rise in the wage as the capital 
labour ratio rises 

Thus the change in the base used for evalu- 
ating the change in income is critical. Including 
the emigrating worker (and his family) in the 
measure of income leads to a measured rise in 
income while a measure which looks only at 
the income of those who are left behind yields 


bour leads to a decline in 
force to same 


capital as was available 


marginal 


marginal losses 


gains since 


emigrants 


a decline in income. Although neither measure 
is the right measure of income, the latter 
measure may explain why some countries are 
reluctant to allow their citizens to emigrate, 
while the former is more appropriate in evalu- 
ating world resource allocation and production 

Adding ‘human capital’ and emigrants own- 
ership of domestic physical capital complicates 
the evaluation of non-emigrant 
what. If the emigrants are physical-capital rich 
and leave that capital behind, then non-emigrant 
income will rise. If emigrants are human-capital 
rich and perforce take that capital with them, 
non-emigrant income declines. With several 
production, the exact conclusions 
with respect to changes in non-emigrant income 
resulting from emigration become ambiguous 
in general and depend upon the nature of 
production technology and the proportions of 
each factor owned by the emigrants.* 

Now, what of remittances? Under the 
definition of income, which includes only non- 
emigrants, there is no reason to suppose that 
the remittances benefit them at all. A tax on re- 
mittances would be one way for non-emigrants 
to change this. If we include the family of the 
emigrant in our measure of the post-emigration 
income, clearly they may gain if the remittance 
if large enough to offset the loss of the wage 
earner’s income when he was at home. Further, 
the remittance may be large enough to generate 
a gain to society as defined in Griffin’s fashion 


income some- 


factors of 


DISTRIBI 
TRADI 


rION, THE BALANCE O! 
AND INFLATION 


Now let us spend a paragraph on each of the 


other topics raised by Griffin: the distribution 
of income, the balance of trade (and payments), 
and inflation. The emigration of pure labour 
raises the wage and lowers the return to dom- 
estic capital. To the extent that one prefers a 
high wage and lower return to capital one need 
say no more. Whether this is good or bad is ob- 
viously a matter of taste, not positive analysis 
As to the balance of trade, if non-emigrant 
then the trade effects (or 
exchange effects) will be 


income declines 
payment or rate 
consistent with any other phenomenon which 
reduces income. Emigration is not special in 
any way. Remittances, however, raise another 
problem since they are counted in the income 
accounts as a surplus generating item. Whether 
they increase aggregate expenditure is another 
issue since the government has several massive 
ways of offsetting their effects. Recall the basic 
identity under fixed exchange rates: B = Y —E 





MORE ON THE EMIGRATION OF 


rhe balance-of-trade (payments) surplus is equal 
to income less expenditure. If income falls, 
expenditure may or may not decline in total, 
but the effect of remittances is likely to be 
dwarfed by the continuing changes in other 
government policies affecting both income and 
expenditures 

In terms of inflation, again the issue hinges 
on the income effects of the emigration. For a 
given outstanding stock of money, if 
declines we would expect a rise in the price 
level.5 But I want to stress that this is a once 
and for all increase in the price level and not a 
recurring event. Thus it is hardly in the same 
class of actions that produce almost all modern 
inflations. The latter are dependent upon 
recurring increments to the domestic money 
base of 20, 30, 40 or more per cent per year 
If remittances are brought in each year, then to 
the extent that they are 
the domestic money supply, they will generate 
price increases. But it is almost inconceivable 
that in and of themselves they have a major 
effect upon the path of inflation. Sterilization 
of these inflows is a simple policy which could 
offset the effects of any given inflow 

Although our analysis is premised on en- 
different hypotheses about the ways in 
operates, | fully concur 


income 


allowed to increase 


tirely 
which the 


economy 


- 


3] 


THE PEASANTRY 
with Griffin’s conclusion that inflation and 
balance-of-trade effects of emigration are likely 
to be small 


3. CONCLUSIONS 


Unlike Griffin, | want 
many aspects of the economic 
emigration do not depend upon 
having an economic motive for departure. The 


to emphasize that 
analysis of 
emigrants 


consequences for non-emigrant income depends 
upon the labour, physical and human capital 
that the emigrants take with them. Until we 
know the composition of components 
there is little that 
income is affected in a positive way. The earlier 
analysis has stressed the definition of income 
It is a tricky Griffin’s that 
emigration is unambiguously advantageous for 
the society from which the emigrant departs 
hinges on including the emigrant as forever a 
member of that society ynly the 
income of non-emigrants before and after emi 


these 


reason to believe societal 


term conclusion 


If we consider 
conclusions are richer 
Ihe latter possi 


explanation for 


gration, however, the 
There may be gains or losses 
bility provides a_ potential 
observed restrictions on emigration and immi 


gration 


NOTES 


1. With Griffin we will assume that the emigrant 
abroad does not consume all he earns and does in fact 


remit income 


2. We are ignoring arguments that have to do with 
uncertainty and waiting time and the like which could 
easily be into the above and 
peripheral interest in this context 


incorporated are of 


3. The technical terminology is that we assume that 
the production process of the (competitive) economy 
displays linear non<migrant in 
come is equal to income from non-<migrant labour, 
wL,, and income from the capital owned by non- 
emigrants, rA,,. If Y, is non-emigrant income, and K 
and L are the total amounts of capital and labour in 
the economy, we can express non-¢migrant income as 
a function of the labour of non-¢migrants, the capital 
labour ratio 


homogeniety. The 


of non-emigrants, and the overall capital 
in the economy, k = (K/L) 


Ys Lylftk) —kf (k)| + Knf (&), 


where f is the intensive form of the production func- 
tion and f (kK) is its first derivative which is equal to 
the marginal product of capital or the return, r, on 
capital. The expression in brackets is equal to the wage 
rate, w 


Changes in non-migrant income with respect to 


changes in the capital—labour ratio induced, for 
example, by emigration are found by differentiating 


the expression for non-emigrant income with respect 


tok 
dY,/dk = Lyl(Kp/Ln) —kIf"(k) 


where f (kK) is the second derivative of the production 
function and is negative in sign since the marginal 
product of labour is negatively sloped 
In the case of pure labour emigration, the capital 

labour ratio rises, and since K, = XK as all capital is 
owned by non-emigrants, dY,, non-emigrant income 
unambiguously declines. These points are fully devel 
oped in Berry and Soligo (1969), and Easton and 


Heaney (1979) 


4. See Easton and Heaney (1979) for a more complete 
technical discussion 


5. The inflation issue is seriously clouded by the inter 
national environment and the nature of the exchange 
rate regime being followed: flexible or fixed. | shall 
treat the matter almost as if the economy were closed 
rather than open inappropriate for 
countries which are heavily engaged in trade or have a 
large part of their capital stock owned abroad. In such 
cases the remarks in the text should be taken to refer 
to impact effects. The long-run consequences of in- 
come, expenditure and monetary changes are pursued 


This is clearly 





in Johnson (1961) and recent work on the monetary 
approach to the balance of payments 


6 (L—K jit + ag(P, \ X,, @) 


is the proportional rate ol 
change. |A Ay AK 0 when X, is labour-inten- 
and Ajj iS the share factor i used in industry / 
1¢ is the elasticity of the transformation schedule. See 
Jones (1965) for a complete discussion of the proper- 


where, as before, the 


sive 


ties of this model 
If demand is characterized as 


op 


where 1p is the demand elasticity, then we can 
solve equations (1) and (2) for relative price changes 


(P P,). Although this form suppresses income 
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effects, they add little to our understanding since 
any result can be obtained by assuming various path 
ologies! 

Since / , 
prices change as 


P P (—L) 


and, if pure labour emigrates A = 0, 


Allop + Og) U 


In a country with non-traded goods we may treat 
one of the commodities as a composite commodity 
and call it This commodity 
both exportables and importables 
modity is then the non-traded commodity. The 
relative price (P,/P,) is determined by domestic 
demand conditions since (for a small country) there is 
an exogenous price for traded goods and the home 
goods market must clear. Thus the relative price of the 
non-traded good is set domestically 
note 6 


includes 
The second com- 


traded goods 


as described in 
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APPENDIX 


SMALL CHANGES IN THI 
Unlike the model in the text which makes use of large 
changes in the supply of labour 
model allows non-<migrant income either to rise or to 
» a small change in labour supply. Let 
produced in a competitive constant 
environment, and let X, be labour 
Non-<migrant income, } 


the usual two-sector 


fall in response t 
¥. and X, be 
returns-to-scale 

intensive 


n> iS 


rKy, (Al) 


whn 


where w is the wage, r the rental rate, 1, the number 
f non-emigrants and K,, is the capital owned by non- 
emigrants. If the hat represents the proportional 


rate of change [x (dx/x)], then 


(A2) 


Yn °LnW + Kn! 


where 6;,, is the share of factor i in non-migrant 
pure then at constant 
relative prices the transformation curve shrinks along 
a Rybczynski line. Non<¢migrant income remains 
unchanged. A interesting case arises when 
relative prices change. If substitution effects dominate 
in demand, then the decline in the labour force which 
generates a greater than proportional decline in the 
production of the labour-intensive commodity, X, , at 


income. If labour emigrates 


more 


LABOUR SUPPLY 


IN A TWO-SECTOR MODEI 


constant prices, leads to a rise in the relative price of 


commodity X 
We know 


that 


“ (OK P (A3) 


6x, P,)/(@1), 


(6,,P (A4) 


where |@ Oy Oy 0 and 6;; is factor i’s dis 
industry /. Substituting equations 


(A3) and (A4) into equation (A2) gives 


tributive share in 


(Orn 07, ,N00 \p (Orn Oy 
(AS) 

which yields an ambiguous answer in terms of non- 
emigrant income. For example, if P 0 > P, 
labour contributes 50% of non-emigrant income, since 
Onn 0, and P 0,Y¥,<0 

Up to now we have only considered a closed econ- 
omy. In the spirit of Griffin's model let ¥, be a traded 
good and X, non-traded This frees relative prices 
and hence factor rewards to change in response to a 
change in the supply of labour which is all that is 
required to generate the above results. Focusing on 
the downward sloping marginal product of labour 
schedules is the message of the text 


and 


) 4 
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Erratum 


Psacharopoulos, George, ‘Education, employment 
and inequality in LDCs’, Vol. 9, No. | Glanuary 1981), 
pp 37~—54 


On p. 39, the arrows and normative weights are misplaced. W, should be an exponent to the efficient (Y) 
argument, and W, an exponent to the equity (1 — Gini coefficient) argument of the social welfare function 





